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THE WHITE HOUSE
WASHINGTON
October 20, 1977

Stu Eizenstat
Charles Schultze

The attached was returned in
the President's outbox. It is
forwarded to you for your
information.

Rick Hutcheson

RE: ANSWERS TO YOUR QUESTIONS
AT OUR LAST CONFERENCE (TAX)
THOUGHTS ON POSSIBLE MODIFICA-
TIONS IN TAX REFORM

" CONFIDENTIAL
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THE SECRETARY OF THE TREASURY
WASHINGTON 20220

/
October 20, 1977 (

MEMORANDUM FOR THE PRESIDENT

L

Subject: Answers to your questions at our last conference

Nature of Business Tax Cut

You will recall that at our last tax conference some of
us thought perhaps it would be better to have a permanent
reduction in the form of a 4-point reduction in the corpo-
rate rate as contrasted to the 2-point corporate reduction
and temporary increase in the investment credit. At your
suggestion I talked to many different segments of business
to get their ideas on the nature of the tax reduction for
business. Those I talked to included Reg Jones, Irving
Shapiro, John DeButts, and representatives of small business.

. With only the exception of the small business repre-
sentatives, all of those I talked to--
° Very strongly favored permanent tax cuts so they
can plan for the future in their businesses.

° They wanted the present l0-percent investment
credit which expires in 1980 to be made permanent.

They favored rate reductions over all other forms
of relief and also without exception favored
relief from double taxation over further increases
in the investment credit.

They expressly indicated that they did not favor
temporary increases in the investment credit
because on this basis they can't plan the cost of
their investments or rate of return far enough
ahead.

Frequent in the group was the expression of dis-
like for "fine tuning."

The representative of small business had similar
although not identical views. He strongly supported
tax rate reductions.
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I believe it is important to the success of our tax
reform program that we come out with business tax reductions
which business will enthusiastically support. Only in that
way can we dull their opposition to tax reform provisions in
the bill as well,

Rate Schedule

In our last session on the tax reform measures, you
expressed concern because the reduction in one tax bracket
between $50,000 and $70,000 was in excess of $1,000 and was
much larger ‘than other reductions in the lower income
brackets. Because of that you asked us to examine tax rate
brackets where the top 50 percent rate applied at $60,000,
$65,000, and $70,000. You also asked to see the tax reduc-
~tion in these cases in smaller brackets.

A table of the type you requested is attached. I think
the $70,000 top level for the 50 percent rate is still
desirable. The large reduction occurred in the bracket we
previously showed you primarily for two reasons. First, we
probably inappropriately selected a rather wide income
bracket. The attached table, which shows smaller income
brackets, was the reduction on the average.

In addition, the kinds of income in each of these
brackets is based upon an estimated distribution of different
kinds of incomes, such as capital gains, ordinary income,
etc. Samples on which these brackets were based are by
necessity somewhat inadequate in the number of cases covered.
In view of this, some brackets may contain larger amounts of
particular types of income than others. The effect of this
shows a somewhat erratic pattern of tax reductions. I
believe the new table which we have presented shows that one
bracket or another may, because of this sample, show larger
reductions than would occur if the income in each category
were more evenly distributed. We can appropriately change
this by rechecking the sample and the types of income it
contains.

Energy and Percentage Depletion or Minimum Tax

In the tax reform proposals we presented to you last
time, percentage depletion for hard minerals would be phased
out entirely over a l1l0-year period. The difficulty with
this is that it applies to coal which we need to emphasize



in the period ahead. For example, it would probably increase
the cost of coal by as much as 7 percent. I should also
point out that the Department of Energy does not want us to
reduce percentage depletion in the case of coal.

Because of this concern, I now would suggest that we
phase percentage depletion rates down to a 10 percent level
over a 5-year period (rather than phase it out entirely).
This would mean no change in the percentage depletion rate
for coal or any other items at or below the 10 percent rate.
It would also mean smaller percentage depletion rate reductions
for those items subject to depletion at 22 percent, 16
percent, 15 percent, and 14 percent (the bulk of the hard
minerals are in the range of 14 to 16 percent). This would
also remove questions some have raised as to why we do not
phase out percentage depletion entirely for oil and gas.
(This would no longer seem to be called for at this time,
since we are not completely phasing out percentage depletion
for any other items.)

I also want to emphasize the problem we will have if we
broaden the application of the minimum tax in the intangible
drilling expenses for oil and gas. Because of the emphasis
recently in increasing incentives for energy production, I
think large segments of the country would be totally unwilling
to tighten up on the expensing of drilling for oil and gas
for years to come. This point of view was clearly expressed
by Jim Wright in a letter to you. He also thought that to
broaden the minimum tax in this case ran contrary to the
position we agreed to on the energy bill.

Budgetary Effect of the Tax Reform

The overall revenue effect of the proposals previously
presented to you on a year-by-year basis without taking into
account induced revenue effect from improved economy were:

Fiscal year 1979, $16.6 billion,
Fiscal year 1980, $29.6 billion,
Fiscal year 1981, $38.0 billion, and
Fiscal year 1982, $41.2 billion.

The estimated improvement in the economy, induced by
the tax reductions provided by these proposals, would raise
revenues generally by:



Fiscal year 1979, $1 billion,
Fiscal year 1980, $9 billion,
Fiscal year 1981, $17 billion, and
Fiscal year 1982, $20 billion.

This means that the net revenue change induced by the
proposals is as follows:

Fiscal year 1979, $15.7 billion,
Fiscal year 1980, $20.9 billion,
Fiscal year 1981, $20.8 billion, and
Fiscal year 1982, $21.2 billion.

In latter material in the Overview, it is pointed out
that the estimated margin for the fiscal year 1981 was $43
billion. From this was subtracted $38 billion for the tax
reform package. This left a $5 billion margin for expendi-
ture reduction. You inquired as to why the $38 billion was
used for tax reform in this case rather than the $20.8
billion which is the net revenue change estimated above for
the fiscal year 1981.

You will note that the $38 billion tax reform assumed
in this latter calculation is the same as the revenue effect
before the stimulative effect of the reductions in tax is
taken into account. The $38 billion is used in place of the
net revenue effect of $20,.,8 billion because the income level
assumed by the Council in making the set of estimates was
higher because of the revenue cut. This means that the
figures in this latter tabulation were gross in all respects
and did not take into account the extent to which each

figure improved the economy.

W. Michael Blumenthal

Attachment



Burden Table Under Alternative Rate Schedules 1/
Joint Return with Two Dependents

Expanded : ~Versge | 570,000

Taxable income at which 50 percent marginal rate begins:

tax $65,000 : $60,000 *
:?:::e : 1977 ; Average ; Avi::ge ;Percentage; Average f Av:::gé fPercentagef Average : sz::ge ;Percentage
) law 2/ . tax change : change : tax change : change tax change : change’
($000)
Less than 10 9 -76 -85 -9477% -76 -85 =947% =77 -86 -952%
10 - 15 867 492 -375 -43 492 ~375 -43 483 -384 ~4b
15 - 20 1,739 1,357 -382 -22 1,357 -382 =22 1,347 -392 -23
20 - 30 3,117 2,682 =435 -14 2,682 =435 -14 2,672 =445 -14
30 - 40 5,571 4,932 -639 -11 4,933 -638 -11 4,923 -648 -12
40 - 50 8,379 7,477 -902" -11 7,486 -893 -11 7,505 -874 -10
50 - 60 12,295 11,111 -1,184 -10 11,206 -1,089 -9 11,341 -954 -8
60 - 70 15,659 13,983 -1,676 -11 14,187 -1,471 -9 14,455 -1,204 -8
70 - 80 19,400 18,159 -1,241 -6 18,523 -877 =5 18,914 -486 -3
80 - 90 24,430 22,409 -2,021 -8 22,866 -1,564 -6 23,309 -1,121 -5
90 -~ 100 26,977 26,373 -604 -2 26,820 -157 -1 27,251 +274 +1
100 - 200 40,885 40,854 =31 * 41,339 +454 +1 41,783 +898 +2
200 and over 127,666 152,087 +24,421 +19 152,519  +24,853 +19 152,969 +25,303 +20

Office of the Secretary of the Treasury, Office of Tax Analysis

1/ Excludes imputed corporate tax and corporate tax changes.

October 13, 1977

2/ 1977 law includes $3,000 capital loss offset against ordinary income scheduled under present law to be

effective beginning 1978.
*Less than 0.05 percent.



October 20, 1977

MEMORANDUM FOR THE PRESIDENT

Subject: Thoughts on possible modifications in tax reform

Concern About the Size and Number of Tax Reform Proposals

There are several reasons now which make it desirable
to slim down the size of our tax reform package:

° The need to send up the tax reform package before
the conference on energy is completed will make it
difficult this year to send the program up in time
to get the Ways and Means Committee to start its
hearings before next January.

Next year being an election year means that the
program must be completed by early Fall.

There has only been one major tax reform bill over
the last 20 years which has been completed in one
year. That was the Tax Reform Act of 1969, which
was not completed until December 30. We do not
have that much time in 1978.

The number of programs it has been necessary for
us to present to the tax committees of the House
and Senate gives them a sense of overwork and
restiveness., This includes the tax aspects of
energy, the social security program, the welfare
reform package, as well as the tax reform program.

Because this restiveness on the part of the tax com-
mittees had become apparent from remarks of members such as
Chairman Al Ullman, I met with the liberals on the Ways and
Means Committee to get their views on tax reform. This was
the group of six or seven of the most liberal members on the
Committee, including such members as Ab Mikva, Joe Fisher,
and Charles Vanik.



° There was a broad consensus of this group that we
must decrease the number of tax reform items
considered this next year.

° They especially expressed the desire to decrease
the areas of controversy and especially expressed
their concern with the tax treatment of capital
gains.

° They also expressed a desire to emphasize tax
simplification in this package over tax reform.

° Their view was that we should divide the tax
reform proposals into two packages and that we
should make it clear to the public that because of
the timing we are decreasing the number of items
being sent up this year but that in the next two
yvears we would send up a second package. In that
manner we would complete the consideration of
major tax reform, to which we are committed.

Another problem which has come up in connection with a
full and comprehensive tax reform program is one on which I
have had discussions with Charlie Schultze. He believes
there is a very strong likelihood (and I believe he is
correct) that a rate reduction will be needed in the latter
part of 1978. He is afraid that if we have a full and
comprehensive tax reform bill that the action on it will be
too slow to give us an opportunity to also provide for a tax
reduction effective in the latter half of the year.

In view of the factors I have outlined above, I believe
it is desirable to slim down or cut back the number of tax
reform proposals we send to the Congress for action in 1978.
I think at the same time we do this we can indicate that
this is not the end of your tax reform proposals. We can
make it clear that this is part one and that you will send
up a second part in the coming session of Congress. We
could indicate the general nature of the second tax reform
proposal at least in some areas but still keep it general
enough so that we would have flexibility in the period ahead
in working out many of these proposals.

Nature of Division of(phe Tax Reform and Reduction
Proposals into Two Packages

The tax reduction as well as the tax reform would also
need to be divided into two parts in order to make it
possible to sweeten the tax reforms which are to come



subsequently. But we need not indicate when the first >
package comes out the nature of the reform or reductions
we will present subsequently in the second package.

One way of dealing with the tax reform would be to
divide the reform into parts with a given matter being
tightened somewhat in package one and then further tightened
in package two. In package one, however, the primary
emphasis would be improving the economy. This would require
reduction in the reforms in package one.

The accompanying memorandum sketches out the general
nature which the first tax package might take.

W. Michael Blumenthal
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THE PRESIDENT'S SCHEDULE

Thursday =~ October 20, 1977

. 8:15
8:45

9:00
(15 min.)

9:15
(30 min.)

9:45
(30 min.)

10:30

11:00
(20 min.)

12:00

1:30
(15 min.)

2:00
(20 min.)

2:30
(30 min.)

Dr. Zbigniew Brzezinski -. The Oval Office.

Mr. Frank Moore .= Thé?dval Office.

_ Congressman Edward I. Koch. .(Mr. Frank Moore).

The Oval Office.

Senator Edward Kennedy. (Mr. Frank Moore) .
The Oval-Office.

Senators James Abourezk, .Dale Bumpers, and
Howard M. Metzenbaum. (Mr. Frank Moore)
' The Oval Offlce.

Mr. Jody Powell 'é The Oval Office.

Mr. Charles SchultZe‘- The Oval Office.

Lunch with Secretary:Michael Blumenthal.
The Oval Office.

Ambassador John West. (Dr. Zbigniew Brzezxnskl).
The Oval Office.

‘Mr. Herbert Hansell, Legal Advisor, Department

of State. (Mr. Frank Moore and Dr. Zbigniew
Brzezinski) - The Cabinet Room.

Meeting with Consumer Group on Energy.
(Mr. Stuart Eizenstat) - The Roosevelt Room.
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THE PRESIDENT BAS SEEN.
THE WHITE HOUSE C
WASHINGTON

October 19, 1977 —

MEETING WITH HERBERT HANSELL
LEGAL ADVISER/DEPARTMENT OF STATE
Thursday, October 20, 1977
2:00 p.m. (20 minutes)
Cabinet Room

From: Frank Moore}?nn

PURPOSE

For a legal briefing on Senate procedures on
advising and consenting to treaties.

BACKGROUND, PARTICIPANTS & PRESS PLAN

A. Background: Pursuant to the memorandum
dated September 27 to you from Bob Thomson,
this is a legal briefing on the implications
of treaty reservations, understandings and
amendments under international and domestic
law.

B. Participants: The President, Herbert Hansell,
Warren Christopher, Doug Bennet, Hamilton
Jordan, Frank Moore, Bob Thomson.

C. Press Plan: White House Photo only.

TALKING POINTS

From this meeting, you should expect to receive a
clear understanding of the implications under
international law of Senate amendments, reservations,
understandings, etc., to the Panama Canal Treaties.
The State Department legal staff will also explain
Senate procedures used in imposing those types of
alterations to treaties submitted by the President.
They will be prepared to answer questions.

o7 Ercssnatien
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" THE WHITE HOUSE
WASHINGTON

October 20, 1977

Hamilton Jordan

The attached was returned in
the President's outbox, It is
forwarded to you for appropriate
handling.

Rick Hutcheson

RE: U.S. POSTAL SERVICE BOARD
OF GOVERNORS
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THE PRESIDENT HAS SEEN.,

THE WHITE HOUSE

WASHINGTON

October 19, 1977
MEMORANDUM FOR THE PRESIDENT
FROM: HAMILTON JORDAN

SUBJECT: U. S. Postal Service Board of Governors

The 1970 Postal Reorganization Act created a quasi-independent
government—-owned corporation which was to have exclusive
control over management decisions. The Board of Governors
consists of nine presidentially appointed members plus

the Postmaster General and Deputy Postmaster General. (The
presidential appointments select the Postmaster General

and the Deputy.) The eleven members of the Board exercise
the power of the Postal Service and are authorized to use
revenue from mail and service, borrowings, and Federal
appropriations to finance postal operations and capital
expenses.

Recently, the Board of Governors has been strongly criticized
for failing to give direction to the Postal Service. The
Report of the Commission on Postal Service stated:

"In the past, the Governors have failed to exercise initiative
on vital matters affecting the Postal Service, including
collective bargaining agreements, costly capital investment
projects and the potential for Postal Service involvement in
the field of electronic communications. Their oversight has
been minimal and insufficient, and they have not been inclined
to advise postal management on major policy issues."

There are currently two vacancies on the Board of Governors.
It is important that these two appointments be people who

have an exceptional business sense but who are also

sensitive to the added responsibilities and restraints
surrounding the Postal Service that do not concern a privately
owned corporation.

I recommend that you appoint Mr. C. Dan Rambo and Mr. J. Mack
Robinson to the Board of Governors. Rambo is a well-
respected lawyer and geologist from Oklahoma who has had
substantial government experience as well. As Counsel to the
Governor of Oklahoma, Rambo was intimately involved with the
state budget process. Rambo is also very strongly endorsed
by Congressman Tom Steed, who, as chairman of the Treasury,
Postal Service, and General Government subcommittee of the
House Appropriations Committee will continue to be a key
figure in postal service policy decisions.



Mack Robinson is an Atlanta businessman who has not only a
long record of success in the business community but in
the public service sector as well. Bert Lance considers
the app01ntment of Robinson to be, an exceptlonally strong

choice. Thus good use Meock Rabwsor, is yau ﬁmﬂ
fo Ber?: 3 8

RECOMMENDATION:

»
Appoint C. Dan Rambo to the Postal Service Board of Governors

Approve Disapprove

Appoint J.¥Mack Robinson to the Postal Service Board of

Governors -<;zr,/’
_ b//// Approve Disapprove
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C. DAN RAMBO



Comments on C. Dan Rambo

Lee Martin, Chairman, Norman Bank of Commerce, Norman,
Oklahoma

"Excellent for anything. Very conscientious, hardworking
and extremely intelligent. He has an excellent law practice
and owns considerable property; takes very good care of

his business."

Phil Syncox, Executive Vice President, Norman Bank of Commerce

"I have known him for twenty-five years. He is an honorable
man who does what he says he will do: reliable, well
thought of. He has had experience with money matters in
state government. He is a fiscal conservative, which may be
what the Post Office needs. Very good person."”

John Ford, President of Agar-Ford Insurance Agency

"First class person; hard working, dedicated. One of the
hardest workers I know - he used to work eighteen hours a day
when he was Counsel to the Governor. He is level-headed, a
deep thinker, has good judgement. He has an excellent
reputation as a fair and honest person."

Gerald Barton, President of the Landmark Land Company,
Oklahoma City

"I have known him since 1950. He is totally trustworthy:

I would trust him with anything I have. He is hard working
and loyal. A very good lawyer. Was involved in the state
budget process. He should be Chairman of the Board of
Governors."
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Norman, Oklahoma

DAN RAMBO

PROFESSIONAL EXPERIENCE

1965 ~ Present
1971 - 1974

1955 - 1962

COMMUNITY SERVICE

1976

1969 - 1970
1967 = 1971
1965 - 1969

1963 - 1966

EDUCATION

PERSONAL

White Male

Democrat - 48

Private Law Practice
Legal Counsel to Governor of Oklahoma

Petroleum Geologist, Cities Service
0il Company

State Campaign Coordinator, Carter~Mondale,
Kentucky ' '

State Campaign Coordinator, David Hall
for Governor :

Chairman, Cleveland Ccunty Community
Action Foundation '

Cleveland County Democratic Party
Chairman '

County Chairman, Fred Harris for Senate

University of Oklahoma (1251 B.A.)
University of Oklahoma (1955 M.S.)
University of Oklahoma (1965 J.D.)
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Comments on J. Mack Robinson

Thomas B. Williams, Chairman of the Board, the First National
Bank of Atlanta '

"I have known Mack Robinson for many years. He is one of

the most astute businessmen I know and one of the most
ethical. He has always been in service industries - insurance,
finance, banking and has been very successful. He has a long
record of public service. I give him the highest possible
recommendation for the Board of Governors of the U. S. Postal
Service."

Bert Lance, Director, Office of Management and Budget

"Great ability. Don't find people like him. Definitely
want him."

Sam Hudgins, Vice President, Arthur Anderson, Atlanta

"He is my client. Robinson is one of the most astute
businessmen I know. He sits on the Board of Directors of
the First National Bank of Atlanta and he asks some of the
toughest questions on that Board. He is a cool-headed,
thoughtful gentleman. Stays well informed about everything
in business. He is an outstanding individual.

Allen Post, Partner, Law Firm of Hansell, Post, Brandon and
Dorsey

"Very fine businessman, highly thought of in Atlanta. A
man of his word."
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J. MACK ROBINSON
Atlanta, Georgia

PROFESSIONAL EXPERIENCE

1948 -~ 1972. Dixie Finance Corp. - Chairman of the Board
1958 - Present - pelta Life Insurance Company, Chairman of
- the Board ‘
1965 ~ Present Delta Fire & Casualty Insurance Ccmpany
Chairman of the Board
1972 ~ Present Gulf Capital Corp., Chairman of the Board
1974 -~ Present Atlantic American Corp.,Chairman of the Board

Director, First National Holding Corp.
Atlanta, Georgia (bank holding company)

Chairman, Tindol Services, Inc. (pest control
and building maintenance), Atlanta, Georgia

Chairman, Villa Carpet Mills (carpet manufactur
ing) Calhoun, Georgia

Chairman, Tri-State Systems, Inc. (outdoor
advertising) Tifton, Georgia

Chairman and/or Director of a number of small
Georgia banks

COMMUNITY SERVICE

Board of Sponsors - High Museum of Art,
Atlanta, Georgia

Board of Directors - Southern Council on
International and Public Affairs, Atlanta, Ga.

Board of Directors - Westminster Schools
Atlanta, Ga.

PERSONAL -

Wwhite Male
Democrat ~ 54
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DEPARTMENT OF STATE

Washington, D.C. 20520

October 15, 1977
CONFI TIAL

(///’

MEMORANDUM FOR MR. RICK HUTCHESON
THE WHITE HOUSE

Subject: Sea-Level Canal Legislation

Because both Panama and individual members of
Congress would misinterpret such an effort by the
Administration, the Department strongly recommends
against the introduction of any legislation authorizing
a sea level Panama Canal feasibility study prior to
the completion of the treaty ratification process.

Administration support of such legislation would
confuse the ratificatiam process:

-—- The possibility of such a study could serve
as a pretext by some for delaying ratificatim on
the ground that if a sea-level canal is soon to be
constructed we do not need the new treaties.

-~ Treaty opponents would charge the Administra-
tion with attempting to circumvent the ratification
process by implementing a section of the treaty by
special legislation.

On the other hand, a unilateral U.S. study would
seem to be disregarding the treaty provision for a
joint study - not an auspicious augury for cooperation
under the new arrangements. The Torrijos Government
would conclude that the United States was attempting
to complete the study without Panamanian participation
and then planning to present the GOP with a fait
accompli. The GOP would view this as high handed and
would accuse us of undermining the treaty. Treaty
opponents in Panama would seize on our action as evi-
dence of U.S. bad faith.

DECLASSIFIED
Per; Rac Project ,

Com " ESDN: NLC- 126-9 =27/ -2
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For these reasons, the Department strongly
recommends that the Administration not support
legislation concerning a sea level canal at this

time.
Dot (£ s o

Peter YTarnoff
Executive Secretary

CONPIDENTIAL
Vd




-~ 'NATIONAL SECURITY COUNCIL,
’ Oct 18, 1977

T O: RICK HUT CHESON

FROM: CHRISTINE DODSON



2N
t WASHFAX RECEIRPT ‘\
4 ' DEPARTMENT OF STATE
S '
bW -
< .
a0 pu 4101
|G
g2 g :SUSE
—— ilzon
!
MESSAGE NO. __&
FROM: w =7 4|

¢

" - e

(Offlcer namel IOffloe symbol) (Extension) , (Room qumber)‘ :

MESSAGE DESCRIPTION T—ﬁ T

FOR:  CLEARANCE[ ] INFORMATIONE 'PER REQUEST COMMENT
REMARKS: !
{
= T N
- SIS Officer: / ~ :
: ﬁ ' 4 |
= o i Hp@l WU Lo DECLASSIFIED
- : Per; Rac Project
- A _ESDN; MiC-j26 ~ 7-2772
- ; T _ BY AZ,.._SNAW\DAIE—M;
. !
:‘:.’;‘“ os- 1760, :



.
oy b i e e

_ Pscause both Panama and individnﬂ"git'abaru of
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egainst the introduction of any legislation authorizing
a sea level Panama Canal feasibility study-prior to
the completion of the treaty ratification process.

Administration support of such lequuuoa would
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THE PRESIDENT HAS SEEN.

THE WHITE HOUSE ( ?

WASHINGTON

October 20, 1977

MEMORANDUM FOR THE PRESIDENT

FROM: Bob Lipshutz Wﬁ

SUBJECT: Swearing in Today at 1:00 p.m. of Mrs. Eloise
Woods of Atlanta as Chairman of the National
Credit Union Board ~- Roosevelt Room

If you could drop in on this ceremony between 1:00 and
1:30 p.m., I would appreciate it.

Eloise is the General Manager of Georgia Telco Credit Union
(the Southern Bell Credit Union) and has worked for this
company and in the various state and national organizations
of the credit union movement for thirty vyears.

As you are aware, the credit union movement is a tremendous
growth industry, there now being approximately 35 million
members of credit unions throughout the nation, with some

$50 billion in savings assets. There are approximately
20,000 individual credit unions, and they undoubtedly repre-
sent the most extensive true cooperative type of organization
in the nation.

Among the 25 Georgians who will be present are Jack Dunn
and Jim Barbre.

Electrostatyy Copy Made
Preservation
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MEMORANDUM

THE WHITE HOUSE

WASHINGTON

October 19, 1977

TO: The President

FROM: Walter Wurdsf)

The St. Petersburg Times, which was one of your early
supporters, has editorialized asking its readers for
patience and understanding as you work toward a

Middle East accord. A letter of appreciation from

you to Editorial Director Robert Pittman is attached
for your consideration. Pittman is the incoming
president of the National Council of Editorial Writers.

cc: Jody Powell
Jerry Schecter
Patricia Bario







THE WHITE HOUSE
WASHINGTON

October 20, 1977

To Robert Pittman

I read your October 6 editorial with
appreciation. No party in the Middle East
will be asked to compromise its essential
principles, but as we search for the areas
of agreement that can lezd to a renewed
Geneva Conference public support and under-
standing are essential. Your words are very

helpful toward that end,

Sincerely,
-<7/l/77/7

Mr. Robert Pittman
Editor of Editorials
St. Petersburyg Times

PO Box 1121
St. Petersburg, Florida
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. 4 THE WHITE HOUSE
b . WASHINGTON

October 20, 1977

Bob Lipshutz

The attached was returned in

the President's outbox and

is forwarded to you for your
information. The signed
original was  given to Bob Linder
for delivery to Secretary
Blumenthal.

Rick Hutcheson

RE: SECRET SERVICE PROTECTION
FOR SEC. BLUMENTHAL ON HIS
IMPENDING TRIP TO THE MIDDLE
. EAST ‘
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THE WHITE HOUSE

WASHINGTON

FOR STAFFING

FOR INFORMATION

FROM PRESIDENT'S OUTBOX

LOG IN/TO PRESIDENT TODAY

IMMEDIATE TURNAROUND

Z
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& |6 ==
MONDALE ENROLLED BILL
COSTANZA AGENCY REPORT
EIZENSTAT CAB DECISION
JORDAN EXECUTIVE ORDER

54 LIPSHUTZ Comments due to

MOORE Carp/Huron within
POWELL 48 hours; due to
WATSON Staff Secretary
LANCE next day
SCHULTZE.
ARAGON KRAFT
BOURNE LINDER
BRZEZINSKI MITCHELL
BUTLER MOE
CARP PETERSON
H. CARTER PETTIGREW
CLOUGH POSTON
FALLOWS PRESS
FIRST LADY SCHLESINGER
HARDEN SCHNEIDERS
HUTCHESON STRAUSS
JAGODA VOORDE
KING 1| |WARREN




IMMEDIATE ACTION REQUESTED

T PRESLIDULT HAS SEbi.
THE WHITE HOUSE

WASHINGTON

October 19, 1977

"MEMORANDUM FOR THE PRESIDENT

FROM: " Bob Lipshutz (O%ﬁ

SUBJECT: Secret Service Protection for the Secretary of the
Treasury on his Impending Trip to the Middle East

I recommend that you sign the attached authorization for this protection
for Secretary Blumenthal on his trip. He is leaving on October 21, and
returning on November 3.

As you are aware, his tfip involves official visits to Egypt, Israel,
Kuwait, Iran, Saudi Arabia, Italy and West Germany,

I recommend your approval of this protection.

e e =
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THE WHITE HOUSE

WASIINGTON

October 19, 1977

MEMORANDUM FOR THE SECRETARY OF THE TREASURY

During the period from October 21 to November 3,
1977, you, as an official representative of the
United States, will be performing a special
mission abroad. Pursuant to Section 3056 of
Title 18, United States Code, I hereby direct
that the Secret Service provide protection for
you during that period.
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THE PRESIDZINT HAS ZEZN. Cz_
THE WHITE HOUSE
WASHINGTON -
October 19, 1977

MEETING WITH SENATORS ABOUREZK, METZENBAUM & BUMPERS

Thursday, October 20, 1977
9:45 a.m. (30 minutes)
Oval Office

From: Frank Moore \f,m
I. PURPOSE
To discuss the energy bill.

IT. BACKGROUND, PARTICIPANTS & PRESS PLAN

A. Background: This meeting is at your request.

B. Participants: The President

Senator James Abourezk (D-S.D.)
Senator Howard Metzenbaum (D-Ohio)
Senator Dale Bumpers (D-Arkansas)
Frank Moore

C. Press Plan: White House Photo.

ITI. TALKING POINTS

At your discretion.-

Elecstrostatic Copy Made
Preservation Purposes
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THE PRESIDENT HAS STEN,

THE WHITE HOUSE c

WASHINGTON

October 19, 1977

MEETING WITH SENATOR EDWARD KENNEDY

Thursday, October 20, 1977
9:15 a.m. (30 minutes)
Oval Office

From: Frank Moore F .

I. PURPOSE
To discuss the energy bill.
IT. BACKGROUND, PARTICIPANTS & PRESS PLAN

A. Background: This meeting is at your request.

B. Participants: The President
Senator Edward Kennedy (D-Mass.)
Frank Moore

C. Press Plan: White House Photo.

ITI. TALKING POINTS

You should reassure Senator Kennedy that we have not
cut a deal with Russell Long.

Elestrostatic Copy Made
for Preservation Purposes
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THE WHITE HOUSE

WASHINGTON
October 19, 1977

MEMORANDUM FOR THE PRESIDENT
FROM: JIM FALLOWS ﬁl—;

SUBJECT: Senator Kennedy

I see that you are scheduled to meet with Senator Kennedy
tomorrow morning. I wanted to be sure you knew about some
advice he had given me last Sunday, when I was at his
house, in hopes I would pass it to you.

Kennedy said that instead of spending your time talking with
individual Congressmen about the energy bill, you should
take a try at "jawboning." That is, he thinks you should
assemble representatives from the major utilities, the oil
companies, natural gas producers, and the like, and say to
them, "Boys, will it be the carrot or the stick?" You could
tell them that, if they'll be reasonable on the parts of the
bill most important to you, you'll be reasonable on other
parts for them. If they go along, fine; if not, you come
out of the room and announce to the press that you've made
reasonable offers, in the national interest, to our industrial
leaders, but they are not even willing to go that far.

This idea seems defective to me: it is much more in John

Kennedy's or Lyndon Johnson's style than your own, and at this
late stage in the game we can't offer the kind of compromises
we could when the legislation was first being created. But I
wanted you to know about it in case Kennedy mentions it again.

In case you are interested, pages 437-440 and 449-451 of
Theodore Sorensen's Kennedy describe his use of the tactic
during the steel price rise of 1962, including Kennedy's line:
"Some time ago, I asked each American to consider what he
would do for his country, and I asked the steel companies.

In the last twenty four hours we have had their answer."



THE WHITE HOUSE
WASHINGTON

October 20, 1977

Frank Moore

The attached was returned in
the President's outbox. It is
forwarded to you for your
information.

Rick Hutcheson
cc: Hamilton Jordan

RE: "ENERGY CRISIS IS FOR REAL"

.

vn ek CE ks et e =



THE WHITE HOUSE

WASHINGTON

FOR STAFFING

FOR INFORMATION

FROM PRESIDENT'S OUTBOX

LOG IN/TO PRESIDENT TODAY

IMMEDIATE TURNAROUND

Z

o

=

Slle

Q>

&G [
MONDALE ENROLLED BILL
COSTANZA AGENCY REPORT
EIZENSTAT CAB DECISION

/71 JORDAN EXECUTIVE ORDER

LIPSHUTZ Comments due to

/ MOORE Carp/Huron within
POWELL 48 hours; due to
WATSON Staff Secretary
LANCE next day
SCHULTZE
ARAGON KRAFT
BOURNE LINDER
BRZEZ INSKI MITCHELI,
BUTLER MOE
CARP PETERSON
H. CARTER PETTIGREW
CLOUGH POSTON
FALLOWS PRESS
FIRST LADY SCHLESINGER
HARDEN SCHNEIDERS
HUTCHESON STRAUSS
JAGODA VOORDE
KING WARREN




cresat! ©@WM"‘ | CWA NEWS
{f@rwmﬁ@n Purposes

THE PR
CoPyOF B ek SEEN. Zm/
=

ENERGY CRISIS IS FOR REAL

Recent actions, and mostly inaction, by Congress in the field
of energy have forced President Carter to take the case for his energy
program to the people. This is good in many respects, for the issue
is an extremely important and complex one and deserves general airing
and broad debate.

And I believe it is likely that the public may show a greater
wisdom in recognizing the true nature of the energy crisis than their
elected representatives have to date.

For the energy crisis is real, it is still with us and it will be
for a long time. President Carter knows this, and he knows that a
comprehensive, on-going energy program is absolutely essentlal

The President has correctly emphasized the need for energy conserva-
tion as an important aspect of national policy, a concept which Congress
so far has not taken very seriously. Efforts such as those called for
by the private sector Alliance to Save Energy, of which I am a member,
will have to be undertaken by industry and by citizens or else we are
going to be in real trouble in the future.

The reason is that our reserves of fossil fuels are  indeed finite,
and in the case of petroleum and natural gas, we are dangerously near
to exhausting the supplies which can be readily developed. - The U.S.
is still much too dependent upon foreign petroleum sources, and the
outlook for the future in this respect is not good. ’ '

Thus, the emphasis on more production at the expense of conserva-
tion, taken by the petroleum industry and by the Congress, is short-
sighted. The President's description of the attempt to deregulate oil
and gas prices as a monumental "rip-off" is an accurate one, I believe.

In fact, the price of "new" gas rose by nearly 4507% between 1972
and 1976. During this period, gas production actually decreased by
12%, giving the lie to industry's argument that ever higher prices
are needed as incentive for new explorations. :

How much incentive is needed, a 2,000% increase? That's exactly

what the producers are seeking with deregulation, a price equivalent

to the monopoly price set by OPEC.

The energy industry lobbyists have out-gunned the American con-
sumers so far, and their arguments and interests seem of much concern
to members of Congress. It's time for the average citizen to get into
the act, for American consumers to start writing to Congress and express-
ing their point of view.

When the President outlines his energy program on national television,
as he plans to do shortly, we must all listen carefully and thoughtfully.
We may not like all that we hear, for some aspects undoubtedly will
involve a personal sacrifice for everyone. And the nature of such
sacrifice will and should be debated thoroughly, such as the question
of whether and how a tax on so-called gas guzzlers can be imposed
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without unfairly penalizing working people who often must drive
ldng distances to work,

I have mixed feelings about some of the points in Carter's
program at the moment, but I believe the main thrust of his program
is in the proper direction. Most important, he is dramatizing the

.serious nature of the energy crisis, and insisting that we must have

a comprehensive and long-range national policy to deal with it.

Glenn E. Watts, President
Communications Workers of America



THE WHITE HOUSE
WASHINGTON
October 20, 1977

Frank Moore

The attached was returned in
the President's outbox, It is
forwarded to you for your
information.

Rick Hutéheson
cc: The Vice President

- RE: HOSPITAL CONTAINMENT -
PRESS RELEASE BY CALIFANO:
(LETTER FROM TALMADGE)
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HerMaAN E TALMADGE
GEORGIA

THE PRESIDENT é’ﬁ%{
WASHINGTON,D.C. i 0é_
/7

October 18, 1977

My dear Mr. President:

As you know, on October 12 I wrote you, in
response to your letters asking my help, pledging
my cooperation toward working on and proceeding.
with a hospital cost containment bill directed toward
the objectives of the Administration. I pointed out
that I had asked our Committee staff to meet with
representatives of the Department of H.E.W. to see
whether our concerns could be dealt with in acceptable
fashion. I am pleased that the meeting was held on
Friday afternoon, October 14. Further follow-up
meetings are expected to take place this month.

Against this background of commitment to
constructive effort, I was surprised to receive the
enclosed press release issued by Secretary Califano
which appears to.be an effort toward directing pressure
on me, my colleagues on the Health Subcommittee, as
well as members of the Committee on Ways and Means. .
Thig-kind of pressure by press release does no one any
good. - _

It is important that the people at H.E.W.
concerned with the hospital cost containment proposal
understand a very basic fact. Legislation embodying
major changes to the Social Security Act and tax laws
must, Constitutionally, be acted upon by the House of
Representatives. That is because Social Security and
tax changes are regarded as revenue-raising measures.

Press releases and statements a1ong the lines of
the news release attached are not helpful at all
towards a sense of mutual trust in a mutual understanding.

Elesrostetic CopY M
Gog Pressrvaton

W

mnittee
tfng wor
re.

ace of
st as
action

ittees ¢

ining

|fion and

ion of

puld

in peopl

tion.




The President
Page 2

‘My offer of cooperation was genuine and I
intend to proceed in making every effort towards
ultimate passage of an acceptable cost containment
bill. ' _

I know that this press release does not
represent your views and, for that reason, I
thought I would call it to your attention.

With every good wish, I am

Sincerely,

on’

The President
The White House
Washington, D. C. 20500

'cc:,Representative Dan Rostenkowski
Secretary Califano
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U.S. DEPARTMENT OF HEALTH, EDUCATION,AND WELFARE

FOR IMMEDIATE RELEASE
“Fricay, October 14, 1977

- Statement by
, Joseph A. Califano, Jr.
Secretary of Health, Education, and Yelftare

Representative Paul G. Rogers and the members of the Subcommittee
on Health and the Environment are to be congratulated for compTetfng wor
on legislation to contain fﬁé.rapidly rising‘cbst of hospfta] care.
Their action demonstrates a valid and serioqs cbncerh with the pace of
escalation of hospital costs, which are rising 2—1/2 times as fast as

other prices. The Senate Committee on Human Resources completed action

on this 1egis1atidn earlier. Now it is up to the Health Subcommittees

the Senate Finance and House Ways-and Means Committees;—the remaining

s

two groupé that must act--te recognize the urgency of the situation and

—

report their bi?]s on hospital cost cdntainmpntn
,ﬁ—’ﬂff;ggﬁ;;gislation can and must be passed_ih the cufrent session of
Congress. To delay for ever four months, until next February, would

impose-$2.88 billion in additional hospita1 bills on’thé American peopl

- the equivalent of almost $14 for every adult and child in the nation.
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THE WHITE HOUSE
WASHINGTON

October 20, 1977

Jody Powell

The attached was returned in
the President's outbox. It is

forwarded to you for your
information.

Rick Hutcheson

COPY OF EDITORIAL CWA NEWS -
ENERGY CRISIS IS FOR REAL
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THE PRESIDENT HAS SEEN, a E g

: COPY QE-EDITORIAL
Elecirostat M
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ENERG¥—CRISIS IS FOR REAL
Recent actions, and mostly lnectlon by Congress in the field
of energy have forced President Carter to take the case for his energy
program to the people. This is good in many respects, for the issue
-is an extremely important and complex one and deserves general airing
and broad debate.

And I belijeve it is likely that the public may show a greater
wisdom in recognizing the true nature of the energy crisis than their
elected representatlves have to date.

For the energy crisis is real, it is still with us and it will be
for a long time. President Carter knows this, and he knows that a
comprehensive, on-going energy program is absolutely essential.

The President has correctly emphasized the need for energy conserva-
tion as an important aspect of national policy, a concept which Congress -
so far has not taken very seriously. Efforts such as those called for
by the private sector Alliance to Save Energy, of which I am a member,
will have to be undertaken by industry and by citizens or else we are
going to be in real trouble in the future.

The reason is that cur reserves of fossil fuels are indeed finite,
and in the case of petroleum and natural gas, we are dangerously near
to exhausting the supplies which can be readily developed. The U.S.
is still much too dependent upon foreign petroleum sources, and the
outlook for the future in this respect is not good. '

Thus, the emphasis on more production at the expense of conserva-
tion, taken by the petroleum industry and by the Congress, is short-
sighted. The President's description of the attempt to deregulate oil °
and gas prices as a monumental "rip-off' is an accurate one, I believe.

In fact, the price of '"new'" gas rose by nearly 4507 between 1972
and 1976. During this period, gas production actually decreased by
127, giving the lie to industry's argument that ever higher prices
are needed as incentive for new explorations.

How much incentive is needed, a 2,000% increase? That's exactly -
what the producers are seeking w1th deregulatlon a price equlvalent
to the monopoly price set by OPEC.

The energy industry lobbyists have out-gunned the American con-
sumers so far, and their arguments and interests seem of much concern
to members of Congress. It's time for the average citizen to get into
the act, for American consumers to start writing to Congress and express-
ing their point of view:

When the President outlines his energy program on national television,
as he plans to do shortly, we must all listen carefully and thoughtfully.
We may not like all that we hear, for some aspects undoubtedly will
involve a personal sacrifice for everyone. And the nature of such
sacrifice will and should be debated thoroughly, such as the question
of whether and how a tax on so-called gas guzzlers can be imposed
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without unfairly penalizing working people who often must drive

"long distances to work.

I have mixed feelings about some of the points in Carter's
program at the moment, but I believe the main thrust of his program
is in the proper direction. Most important, he is dramatizing the
serious nature of the energy crisis, and insisting that we must have
a comprehensive and long-range national policy to deal with it.

“Glenn E. Watts, President
Communications Workers of America



THE WHITE HOUSE

WASHINGTON
October 20, 1977

The Vice President

The attached was returned in
the President's outbox. It is
forwarded to you for your
information.

Rick Hutcheson

cc: Hamilton Jordan

RE: "ENERGY CRISIS FOR REAL"
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THE WHITE HOUSE
WASHINGTON
October 20, 1977

Stu Eizenstat

The attached was returned in the President's
outbox today. . Please inform Secretary
Blumenthal.

_Rick Hutcheson

cc: The Vice President
Frank Moore

TAX REFORM TIMING: CALLS TO SPEAKER O'NEILL
AND CHAIRMAN ULLMAN
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MEMORANDUM FOR: THE PRESIDENT \
!

FROM: SECRETARY BLUMENTHAL J('IMB

STU EIZENigA}, 3717&—

FRANK MOO ”

BOB GINSBURG
SUBJECT: Tax Reform Timing: Calls to

Speaker O'Neill and Chairman Ullman

As you requested, we have attached suggested points for
your telephone calls to Speaker O'Neill and Chairman
Ullman concerning the timing of our tax reform package.
The objectives of the calls are to (a) inform the Speaker
and the Chairman that you intend to send the tax reform
message to Congress in the last few days of the session,
after the energy bill has completed conference and floor
action and (b) obtain Chairman Ullman's commitment to
expedited action by the Ways and Means Committee on the
tax reform proposals, including holding hearings during
the recess.

Holding hearings during the recess should not present
any insuperable problems: (i) the absence of some
Committee members should be no deterrent since it is
rare that all members are present for hearings in any
event; and (ii) even if a special Subcommittee is
holding hearings or a mark-up on welfare reform, this
need not stop the Committee as a whole--represented
by several members--from holding its hearings on the
tax reform measures.

We recommend that you call Speaker O'Neill first and
then Chairman Ullman. After you have called

Chairman Ullman, it would be helpful for the Speaker to
indicate his strong personal interest in this matter

to the Chairman and urge the Chairman to commit to your
proposed timetable (or express appreciation if the
Chairman has already made that commitment to you).

Attachments



1.

Call to Speaker 0O'Neill

Importance of Tax Reform

-- Tax reform will be a crucial priority for the Ad-
ministration and the Democratic Congress in 1978:

(a) Tax reform was one of your most fundamental
campaign commitments and is one of the few
things that almost all Americans, without
sharp divisions, want.

(b) The Administration's tax reform proposals
will provide substantial tax reductions for
the overwhelming majority of taxpayers and
particularly for low and middle income fami-
lies.

(c) The tax bill will be one of the most impor-
tant measures taken to ensure strong economic
growth and a reduction in unemployment for
the remainder of the first term.

-—- PFailure to pass a meaningful tax reform bill in
1978 could have serious adverse consequences for
the Administration, the Congress, and the Demo-
cratic Party (particularly those Democrats running
for re-election).

Timing of Tax Reform Message

-- You intend to send the tax reform message to Con-
gress in the last few days of the session, after
the energy bill has been reported out of confer-
ence and has passed both Houses of Congress.

-- After all the effort put in on the energy bill and
the tremendous job the Speaker has done in the
House, you want attention focused on a successful
conference. You do not want to either divert at-
tention from the job at hand or encourage politi-
cal tradeoffs between energy and tax reform pro-
visions. '

Timetable for Hearings and Action in the House

-- If we are to get a good tax reform bill next year
before Congress adjourns for the elections, it is



vital that the bill be through the House and to
the Senate by early Spring. Otherwise, we risk
running into a major filibuster on the Senate
floor late next year, which could jeopardize pas-
sage of the bill. ’

-—- Accordingly, it is imperative that Chairman Ullman
agree to an expedited timetable for hearings and
action by the Ways and Means Committee:

(a) Three weeks of hearings in November-December,
even if most of this time is during the recess.

(b) One week of hearings in January before Con-
gress reconvenes.

(c) Completion of hearings by the end of January.

(d) Completion of Ways and Means action and re-
port of the bill to the House floor by mid
to late March.

(e) House passage within 15 days after the bill

has been reported from Ways and Means.

O0'Neill Communication with Ullman

~— You intend to seek a commitment from Chairman
Ullman on the necessary timetable. After you have
talked with the Chairman, it would be greatly ap-
preciated if the Speaker would express his strong
personal interest in this matter to Chairman Ullman
and urge the Chairman to commit to the expedited
timetable.

Personal Commitment

You will greatly appreciate the Speaker's support on
tax reform, to which you are deeply committed and
which you regard as a matter of personal credibility.



1.

Call to Chairman Ullman

Importance of Tax Reform

—-- Tax reform will be crucial priority for the
Administration and the country in 1978:

(a)

(b)

(c)

Tax reform was one of your most fundamental
campaign commitments and is one of the few
things that almost all Americans, without
sharp divisions, want.

The Administration's tax reform proposals
will provide substantial tax reductions for
the overwhelming majority of taxpayers and
particularly for low and middle income
families. You agree with the Chairman that
these reductions should be linked to
meaningful reforms.

Over the longer run, the tax bill will be

one of the most important measures taken to
ensure strong economic growth and a reduction
in unemployment.

-- Failure to pass a meaningful tax reform bill in
1978 will have serious adverse consequences for
the Administration, the Congress, and the
Democratic Party.

Timing of Tax Reform Message

—- As the Chairman has recommended, you intend to

send the tax reform message to Congress in the
last few days of the session, after the energy
bill has been reported out of conference and
has passed both Houses of Congress.

After all the effort put in on the energy bill
and the tremendous job people like the Speaker

and the Chairman have done in the House, you want

attention focused on a successful conference.

Timetable for Hearings and Action in the House

If we are to get a good tax reform bill next year--
one which links real reforms with tax reductions--



it is wvital that the bill be through the House
and on to the Senate by early Spring. Otherwise,
we risk running into a major filibuster on the
Senate floor late next year, which could jeopard-
ize passage of the bill.

-- Accordingly, it is imperative that the Chairman
agree to an expedited timetable for hearings and
action by the Ways and Means Committee:

(a)

(b)

(c)

(d)

(e)

Three weeks of hearings in November-December,
even if most of this time is during the recess.

One week of hearings in January before Con-
gress reconvenes.

Completion of hearings by the end of January.
Completion of Ways and Means action and re-
port of the bill to the House floor by mid
to late March.

House passage within 15 days after the bill
has been reported from Ways and Means.

Cooperation with the Chairman

You and the Administration will work closely and co-
operate fully with the Chairman. We will have a bill
ready for him to mark up by February 1. You will
greatly appreciate the Chairman's support on tax re-
form, to which you are deeply committed and which you
regard as a matter of personal credibility.
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MEMORANDUM FOR: THE PRESIDENT
FROM: STU EI ZENSTA.TE'-{\A
FRANK MOORE
W7,
SUBJECT: Finance Committee Vote on Social Security:

Telephone Call to Senators Talmadge and Bentsen

The Finance Committee remains deadlocked on social security
financing legislation. To date they have been equally
divided between a plan proposed by Senator Nelson and one
proposed by Senator Curtis. They will meet to vote on this
Thursday, October 20. We believe that you should call
Senators Talmadge and Bentsen to seek thelr support of the
Nelson plan.

Last Saturday we met with Secretary Califano, Secretary
Blumenthal, Charlie Schultze, and Jim McIntyre to discuss

our strategy for the social security legislation. Blumenthal
and Schultze expressed some concern about the economic impact
of the eventual package approved by Congress. It was agreed
to develop an analysis to guide our actions in the conference
committee.

Everyone felt that the immediate problem was to get to the
conference committee with a Senate bill which would provide
maximum leeway in the negotiations with the House. The plan
sponsored by Senator Nelson incorporates many features of the
Administration plan and it was agreed that we should seek to
get the Nelson plan reported by the Finance Committee.

We suggest the following talking points for your calls to
Senator Talmadge and Bentsen:

-- It is important that a social security tax bill
is passed this year so as not to have to do it
during an election year.

-- If Talmadge and Bentsen vote with the Democratic
members of the committee we can get a bill onto the
Senate floor which a majority of Senate Democrats,
and a majority of the Senate, can support.

Gloctrestetle Copy Madd




-- The Nelson plan is the best vehicle with
which to go to conference with the House
and some of its features will be modified
there.

-— The Nelson plan is preferable to the Curtis
plan because it fulfills your campaign promise
to rely on wage base increases rather than tax
rate increases. The Nelson plan does not put
as large a burden on low and moderate income
workers as does the Curtis plan. The higher wage
base for employers is more equitable than putting
additional burdens on lower wage workers.

-- Senators Bentsen and Danforth are working on
a plan to reimburse non-profit organizations and
state and local governments for the additional
costs to them caused by a higher wage base on
employers (it is higher for them since they do
not receive the benefit of the tax deduction as
private businesses do). HEW has already indicated
to Senator Danforth that they would be willing
to support some form of rebate to non-profit
organizations if the higher wage base on employers
is agreed to.

The House 1is expected to vote on their version of the bill
on Thursday. The press accounts are likely to stress how
much the House bill differs from our proposals. A victory
in the Finance Committee on a plan which resembles our

proposal will insure that we get some credit for the progress .
of the social security legislation this year.

You should also note that Secretary Califano is working on
Senator Nelson to moderate the big first year jump in the
employers' contributioén -- covering salaries up to $100,000
immediately in the Nelson proposal as currently outlined.

Secretary Califano strongly urges that you make these calls.
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MEMORANDU!. TCR: THE PRESIDENT
4
FROM: ZBIGNIEW BRZEZINSKI @
SUSJECT: Your Czlifornia Remarks

(If you touch on Foreign Affairs)

Let me suggest that you address yourself to two themes, human rights
and the Middle East, Human rights -- because this is a popular theme,
one which helpzd your popularity, and I believe that there is widespread
suspicion that you have retreated on it, A general reaffirmation of
your commitment to this theme (without reference to specific countries)
will be c.:e-':.‘ and I belizve would also convey something about you -
personall, ihat is quite z=ppealing, namely dedlcatLOn to basic values.

‘ tmat a.udlence, mentioning the Middle East.
However, it defensz2 or a restatement of your policy is likely
to be nrodactd
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11 sither be suspect or -~ if overly reassuring --
potent_:____;.' :c;z:‘iicting witn our ongoing negotiations.

Let me, thersfore, suggest a different theme on the subject of the
* Middle E=zst: that you speak truly from the heart and quite spontaneously
about your vision of a "Ldile East at peace. Drawing on your biblical
_ knowledge, on your genuine dedication to the people of Israel, you could
speak quite sloquently and quite spontaneously about what such a peace
would meaz for the region's human development, social growth, and
political s=curity.

You might even borrow Martin Luther King's format and use the phrase
several times ''I have a vision: along the following lines:

"I have ‘a vision of a land that unites rather than divides
the people who inhabit it.

NI
fi

vD-' 13-4

ave a vision of 2 land whose people pray together and not
£ a ga st cach other.

jo4
o

"I have a vision of a land where one dreams of angels
instead of secing SOldlerD- Etc., etc.




be hyperbole, but you would be the best judge

ing, I think something along these lines could

be quite ei: Z2r it would convey the needed reassurance without
directly cat=zziz: -2 irrationality or exaggerated demands. Moreover,
knowing as I I =23 your genuine views on the subject, I am convinced
that such a = =2t of faith by you would be extremely convincing
because of itz zizcari

= zizcarity -- and therefore very effective.
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Stu Eizenstat
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the President's outbox. It is
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Rick Hutcheson
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THE WHITE HOUSE !

WASHINGTON

. October 18, 1977

MEMORANDUM FOR: _ THE PRESIDENT
FROM: STU EIZENSTAT S"A/g
SUBJECT: Secretary Harris' Concern with Tax Reform

After your meeting with Secretary Harris on tax reform,
I arranged a meeting with her and Larry Woodworth in
my office to go over her specific concerns.

She had three concerns: the reduction in depreciation for
subsidized housing after 1981; the reduction in bad debt
allowances proposed for savings and loan institutions; and
the possible negative impact on cities of extension of the
investment tax credit to new industrial structures.

As a result of the meeting, I believe we have resolved

each of these issues. On the subsidized housing, we will
use 1983 as a date but not indicate that the 200% declining
balance write-off will terminate at that date, but rather
that an interim investigation on the best way to subsidize
this type of low income housing will be completed by that
time. In addition, Treasury and HUD will work out new
depreciation tables for multi-family non-subsidized housing.

Secretary Harris was essentially moved off of her opposition
on the financial institution issue by the explanation that

the reduction in the bad debt allowance will be phased in
over a five year period, that credit unions will be taxed

for the first time, that the bad debt allowance for commercial
institutions would be reduced and that it would remain an
advantage for savings and loans to put at least 82% of their
money into mortgages to qualify for what would still be a
more liberal bad debt write-off than other commercial
institutions will be afforded.

On the investment tax credit, we were able to convince Secretary
Harris that we would leave open the issue, for our urban policy,
of a deeper investment tax credit for inner city investment,

and would extend the investment tax credit for new structures
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to substantial rehabilitation and renovation of existing
~industrial structures =-- which will be an advantage to plants
wishing to stay in central cities.

Thus, I believe we will be able to ameliorate all of her concerns,
although we are still working on the details of these three
matters. When the details are completed we will present these
issues to you for a final decision.
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THE WHITE HOUSE

WASHINGTON

October 19, 1977

MEMORANDUM FOR THE PRESID NTOJL//
FROM: Jack Watso ruce Kirschenbaum
SUBJECT: YOUR MEET WITH CONGRESSMAN ED KOCH

Thursday,{ Jctober 20, 1977 at 9:00 a.m.
(10 minute&s) in the Oval Office

I. Press Coverage:

Short photo opportunity at beginning of meeting. Press
will be notified that Koch will be available outside after
the meeting.

II. Purpose:
The primary purpose of the meeting, arranged at Koch's
request, is to demonstrate that he has a good working
relationship with you and that the "letter incident" has
not created a breach between you. : '

ITI. Koch's Agenda:

We have been told by Herman Badillo (good friend of Koch
and co-chairman of his mayoral campaign) and by Ed
Costikyan (Koch's chief advisor) that Koch will most
likely raise the following points (they called to outline
the subjects to us since they did not want to do anything
that would offend you):

A. He will suggest that you establish an overall
coordinated Cabinet response to the South Bronx.

Recommended Response:

You have already asked me to do so, and I am already
working with various Cabinet Secretaries to pull
together an overall assessment of the situation.

You might mention that I was in the South Bronx

on Monday and Tuesday of this week, and that I
personally met with both Ed Costikyan and Herman
Badillo to discuss my visit and to solicit their
ideas and help.

Electrostatic Copy Made
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B. He will ask you to direct HUD to establish a special
unit to expedite backlogged housing applications for
the City, and for the South Bronx in particular.

Recommended Response:

There 1s a very considerable backlog, but the HUD
area office in New York City is doing 2000 percent
better than ever before. 1In addition, Pat Harris
is fully aware of the situation and has asked Bill
White in her office to oversee and coordinate HUD's
overall response to the problems in the South Bronx.

C. He will ask you to ask federal agencies to be alert
to any federal procurement contracts that might go
in to New York City in an effort to alleviate the
dire economic conditions that exist in many parts
of the City.

Recommended Response:

The awarding of federal procurement contracts based
in part on community economic considerations is not
allowed under federal laws and regulations. However,
recent amendments to the Small Business Act may allow
implementation of Defense Manpower Policy #4 (which
would permit such considerations to be taken into
account), but the contracts would still have to be
based on competitive bids.

D. He will ask you to direct the SBA and EDA to establish
alternative bonding procedures so that minority firms
can participate in the Local Public Works grants.

Recommended Response:

At Juanita Kreps request, I chaired a meeting at the
White House last month with general contractors, banks,
bonding companies and minority representatives from
all over the country to discuss this very problem.

SBA has established special units in the 20 areas of
greatest concentration of minority contractors to

deal with such bonding problems.

IV. South Bronx Trip (Jack Watson & Bruce Kirschenbaum)

We spent Monday afternoon and night and all day Tuesday in
the South Bronx in a series of meetings with numerous groups
and individuals. It was an extremely productive visit. In
addition to meetings with Mayor Beame and several city



officials, we met with various community groups and
with Bob Abrams, Bronx Borough President and several
businessmen interested in redeveloping the area. We
also met with Ramon Rueda and his People's Development
Corporation. (This is the group you spoke with outside
their rebuilt "sweat equity" rehabilitated structure
with the large mural on the side. Ramon and his fellow-
workers are a hardworking, dedicated and hopeful group
of young people. We were impressed with their strength
and determination to make their small but ambitious
project work.)

We also met with other community groups on Tuesday, each
of which has a different focus with the same general
goal - revitalizing their own area through their own
efforts. The business group was very optimistic about
bringing back businesses with relatively small amounts
of federal leverage. 1In fact, the most outstanding lesson
we learned was that none of the community people that we
met with wants a massive federal effort to come in and
devise some grand strategy "to save the Bronx." They
want modest, reliable, long-term commitments for help
that they can plan around.

V. Status on NYC Financial Situation

The City has already borrowed $1.475-billion of its pro-
jected $2.1-billion need for the current fiscal year (July
1, 1977 through June 30, 1978). The average interest rate
has been 7.13 percent, which includes the one percent fee
which Treasury is required by law to charge.

Consistent with the requirements of the Credit agreement,
Treasury has encouraged the City to finance a substantial
portion of the remaining $575-million in seasonal needs
through the public markets. There is every indication

that the City has been diligent in its efforts to return

to the markets. It now appears that State legislation
(which will provide adequate security to purchasers of

any City notes offered publicly) is the last major obstacle
to be overcome before a public sale is attempted. Treasury
and Congressional leaders have urged the City and the State
to enact this legislation as soon as possible.

The City's timetable for its public sale calls for passage
of the state legislation by the end of this month and the
sale of the notes by late November. Secretary Blumenthal




may shortly send a letter to City officials, worked out
in advance, expressing his support of this timetable
and his hope that the City's next borrowing can be done
in the markets and not from Treasury.

If the sale is successful, it will be the first public
marketing of NYC securities since March of 1975. They
will be short-term seasonal notes with less than six
months maturity and will meet only a small portion of
the City's seasonal needs. There will be much greater
difficulty in selling long-term bonds, but that effort
must also be undertaken soon.
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EXECUT[VE OFFICE OF THE PRESIDENT
OFFICE OF MANAGEMENT AND BUDGET
WASHINGTON, D.C. 20503

October 6, 1977

ACTION

MEMORANDUM FOR THE PRESIDENT d W
FROM: Jim McIntyre 9‘/—// :5 €
SUBJECT: Sea-level Panama Canal Study
ISSUE

Should the Administration support legislation to authorize ‘a restudy
by the Corps of Engineers of the feasibility of a sea=-level Panama
Canal?

BACKGROUND

Attached is a copy of Article XII of the Panama Canal Treaty, which
commits the U.S. and Panama to study jointly the feasibility of a
sea-level canal in Panama. The costs and legislative requirements
for such a study to be conducted now by the U.S. Army Corps of
Engineers are discussed below. This proposal would be perhaps one
way to carry out that commitment.

As you consider it, the proposal should be viewed in the larger con-
text of (a) the impact of the proposal upon obtaining Senate consent
on the Treaties and (b) how the proposal would be received in Panama.
For example,

Would proposing legislation for the study, while ratifi-
cation is pending, assist or retard progress toward
Senate acceptance of the Treaties? Should the proposal
be held up until after ratification?

Does this study proposal meet the commitment for a
joint study? What should be Panama's role? Is not
a great deal more consultation needed with Panama
before getting too far out ahead on the legislation?

These are questions we urge you to take up with Ambassadors Bunker
and Linowitz and Secretary Vance before you decide the issue
discussed below.

DISCUSSION
The Corps of Engineers - acting as agent for the Atlantic-Pacific

Interoceanic Canal Study Commission - completed a study of a sea-
level canal in 1970. The sea~level canal would have been located

o7 Preecretien PUfEeccd



in the Republic of Panama with an estimated construction cost of
$2.9 billion at 1970 prices. The Commission, chaired by former
Treasury Secretary Robert Anderson - concluded at that time that the
construction of the canal should be initiated 15 years before the
existing canal reached its capacity - then estimated to be around
the end of this century.

The inability of the current canal to accommodate large tankers to
transport Alaskan oil directly to the east coast has led to proposals
for a reexamination of the feasibility of a sea-level canal by the
Corps of Engineers. The Corps estimates that such a canal would cost
about $6.2 billion at today's prices. The Corps could prepare an
updated three-year study of the canal at a cost of $7 million, includ-
ing a full estimate of the environmental impacts. Of this, $2 million
would be needed for on-site investigations in Panama which would, of
course, require the agreement of the Government of Panama.

Authorizing legislation would be needed if the Corps were to undertake
this assignment. ' We would then ask the Corps to reprogram sufficient
funds to initiate the study, with first-year costs estimated at

$1.5 million. We understand you will be asked by Senator Gravel to
seek specific appropriation for these costs. We do not believe that
such appropriations are necessary.

Arguments for a restudy

-- $7 million is a relatively small price to pay for an informed
assessment of the current engineering, economic and environmental
feasibility of a sea-level canal.

-- A study is not a commitment to construct, so no irrevocable
decision regarding a sea-level canal is involved.

-- If current changes in the economics of energy transportation con-
tinue, construction of a sea-level canal could prove to be in the
national interest and the availability of a current feasibility
study would then be highly desirable.

Arguments ‘against ‘a restudy

-- Administration support for a sea-level canal study by the Corps -
even though not a commitment to construct - will be strongly
resisted by environmentalists who are concerned about potential
adverse environmental and"ecological effects from mixing waters
from the Pacific and Atlantic Oceans, e.g., introduction of
poisonous Pacific sea snakes into the Atlantic. You have
received a memorandum from Frank Press on this topic.



In the short run, it is likely that the existing canal with

special arrangements for lightering petroleum to smaller vessels
will be satisfactory to meet our needs.

Many transportation economists question whether the costs of a

sea-level  canal could be recovered from tolls even if the energy
transportation problem worsens.

PRESIDENTIAL. DECISION

Propose leglslatlon to authorlze study of sea-level canal

l/// by Corps of Engineers.

Do not support legislation to authorize study.
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A Sea-Lever Cavarnor A Tiimo Lave or Locks

1. The United States of Americn and the -
- Republic of Panama recognize that a sea-level
canal may be important for international navi-
gation in the future. Consequently, during the
duration of this Treaty, both Parties commit
themselves to studv jointly the feasibility of a
sea-level canal in the Republic of Panama, and
in the event they determine that such a water-
way is necessary, they shall negotiate terms,
_agrecable to both Parties, for its construction.

2. The United States of America and the
Republic of Panama agree on the following:

(a) No new interoceanic canal: shall be
constructed in the tervitory of the Republic of
Panama during the duration of this Treaty,
except in accordance with the provisions of this
Treaty, or as the two Pames may otherwise
agree; and
{b) Durmﬂ' the dumtlon of thls Treaty,

the United St'lt_cs of America shall not negoti-
ate with third States for the right to construct
an interoceanic canal on any «ther route in the
Western Hemisphere. except 1< the two Parties
may otherwise agree.

3. The Republic of Pana :a grants to the
" United States of America the right to add a
third lane of locks to the existin 1 Panama Cannl.
" This righ* may be exercised at any tinie durings
the duration of this Treaty, provi.led that tl.»
United States of America has delivered to tiv:
Republic of Panama copies of thc plansfor suci
construction.

4. In the event the United States of America
uxercises the right granted in pavagraph 3
above, it may use for that purpose, in addition
to the areas otherwise miade available to the
United States of \merica pursuant to this
Treaty, such other areas as the two Parties may
agrec upon. The terms and conditions applicable
to Canal operating areas made avatlable by the
Republic of Panama for the use of the United
_ States of America pursuant to Article JIT of

- this Treaty shall apply in a similar manner to
such additional areas.

5. In the constiuction of the aforesaid works,
the United States of Ameriea shall not use nu-
clear excavation techniques without the previous
consent of the Republic of Panama.
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« MEMORANDUM

THE WHITE HOUSE

WASHINGTON

19 October 1977

TO: ' THE PRESIDENT

FROM: RICK HUTCHESON '2 g"»

SUBJECT: Summary of Staff Comments on McIntyre
Memo, "Sea-Level Panama Canal Study"

NSC and State: recommend that you should not support legislation
authorizing a sea-level Panama Canal feasibility study prior to
completion of the Treaty ratification process:

o the proposal risks antagonizing the Panamanians. The
Treaty calls for a joint feasibility study; the proposal
calls for a unilateral study by the U.S. alone. Treaty
opponents in Panama would seize on our action as evidence
of U.S. bad faith. The Torrijos Government would con-
clude that the U.S. was attempting to complete the study
without Panamanian participation,.and would accuse us of
undermining the Treaty:

0 Administration support for this bill will stir up a
debate on the Hill on the Treaty's sea-~level .canal pro-
vision (which has been criticized by Sen. Hollings and
others) ;

o Treaty opponents would charge the Administration with
attempting to circumvent the ratification process by
implementing a section of the treaty by special legisla-
tion;

o environmentalists strongly oppose a sea-level canal;

o the study could serve as a pretext for delaying ratifica-
tion (on the ground that if a sea-level canal is soon to
be constructed, we do not need the new treaties;

0o Administration support could provoke a debate which could
be a surrogate of the final debate on the Canal Treaties;
if this bill is defeated, it would hurt the momentum for
Treaty ratification. .

The State Department's views include the views of Linowitz and
Bunker. .



CEQ: favors the proposed study on the basis of environmental
considerations. Warren says that, on the basis of various
consultations with environmental leaders, he "does not believe
most environmentalists will oppose the study. On the contrary,
most feel such a study is desirable [provided that]:"“

o it is absolutely clear that the study does not constitute
a commitment to construct;

o the study honestly and completely covers the environmental
considerations involved; some objective scientific party
(i.e. National Academy of Sciences) should be involved in
the study;

o the recommendations of the study must reflect the environmental
as well as other conclusions (many environmentalists feel
that this was not done in the 1970 study).

Frank Press: recently informed you of a National Academy of
Sciences study indicating that a sea-level canal could have
serious ecological consequences; thus there is scientific

justification for a study. However, he feels that political
considerations relating to passing the Treaty are paramount.

Senate Congressional Liaison: thinks the Administration should
support the legislation: "assuming there are minimal adverse
diplomatic impacts... The sea-level canal is an important
selling point with a few Senators (e.g., Melcher, Stevens).
Consequently, proof that we are serious enough to study the
proposal should help to bring these people into our camp. If

a vote for this proposal is relatively painless, and we think

it will be, key Senators may be more inclined to support us next
year when the treaties are considered. Senators Cranston and

Gravel strongly support this 'toe in the door' approach." Other
points:

o0 Treaty opponents would be hard-pressed to muster reasons

for opposing a feasibility study; the issue would not be
emotional;

o there would be some environmental opposition even to
studying the concept of a sea-level canal; thus the legisla-
tion should specifically direct that both economic and
environmental factors be considered;

0 Treaty opponents would L be expected to try to broaden
the study to include routes through other countries.

Aragon (for Jordan): recommends that you support legislation
authorizing a study of a sea-level canal on the condition

that the strong interest and support expressed by Sen. Cranston
and others remains unchanged.




Frank Moore's office seems confident that the groundwork has
been carefully laid for this amendment in both Senate and
House by Senators Cranston and Gravel. Cranston and Gravel
do not believe the proposal would become a "test" vote on
the Treaty, or the target of anti-Treaty forces. (In fact,
they anticipate a favorable vote with a good margin, which
could be construed as a vote of confidence for the Treaty.)

The study might not necessarily violate Article 12; the
Corps of Engineers could bring Panama into the study, and
in effect, conduct a joint study.

Eizenstat: has no objection to the study, suggesting that your
decision depends on advice from your congressional and

diplomatic advisors. Stu does observe that controversy relat-

ing to the environmental impact of a sea-level canal could lengthen

congressional deliberations, and add confusion to the Treaty
issue.









" Date: October 6,

WWASIINL LN

...‘_f

1977

FOR ACTION:

Stu Eizenstat

Hamilton Jordan

Frank Moore (Les Francis)
Jack Watson

Zbig Brzezinski

Frank Press

FROM: Rick Hutcheson, Staff Secretary

MEMORANDUM

FOR INFORMATION:

The Vice President

Q

DTE
ChaLe
Fm

SUBJECT: McIntyre memo dated 10/6/77 re Sea level Panama Canal

Study

YOUR RESPONSE MUST BEDELIVERED

: 12 00 NOON

SATURDAY

OBE

R 8

¢ 1977

ACTlON REQUESTED:
_X__ Your comments
QOther:

STAFF RESPONSE:
{ concur.
Please note other comments below:

No comment.

PLEASE ATTACH THIS COPY TO MATERIAL SUBMlTTED.

If you have any questions or if you anticipate a delay in submitting the required
material, please telephone the Stalf Secretary immediately. (Telephone, 7052)



WASHINGTON

Datz: O=tober 6, 1977 Ml-‘,MORANDl_lM

FOR ACTION: FOR INFORMATION:
Stu Eizenstat
Hamilton Jordan
Frank Moore (Les Francis) The Vice President
Jack Watson
Zbig Brzezinski
Frank Press
&h'ar leg Warren

FROM: Rick Hutcheson, Staff Secretary

SUBJECT: McIntyre memo dated 10/6/77 re Sea-level Panama Canal
Study

YOUR RESPONSE MUST BE DELIVERED
TO THE STAFF SECRETARY BY:

TIME: 12:00 NOON

DAY: SATURDAY

DATE: OCTOBER 8, 1977

ACTION REQUESTED:

_X __ Your comments -
' Other:

L4 i

STAFF RESPONSE:

| concur. No comment.
FPlease note other comments below:

PLEASE ATTACH THIS COPY TO MATERIAL SUBMITTED.

If you have any qguestions or if you anticipate a delay in submitting the required
material, please telephone the Staff Secretary immediately. {Telephone, 7052)
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Date: October 6, 1977 o MEMORANDUM

J

FOR ACTION: ' FOR INFORMATION:
Stu Eizenstat :

Hamilton Jordan _
IFran oore Les Francis) The Vice President
Jack Watson
Zbig Brzezinski
Frank Press

FROM: Rick Hutcheson, Staff Secretary

SUBJECT: McIntyre memo dated 10/6/77 re Sea-level Panama Canal
- Study

YOUR RESPONSE MUST BE DELIVERED
TO THE STAFF SECRETARY.BY:

TIME: 12:00 NOON

DAY: SATURDAY

DATE: OCTOBER 8, 1977

. ACTION REQUESTED:
' X __ Your comments
Other:

STAFF RESPONSE:

.l concur. No comment.
Please note other comments below:

PLEASE ATTACH THIS COPY TO MATERIAL SUBMITTED.

If you have any questions or if you anticipate a delay in submitting the required
material, please telephone the Staff Secrctary immediately. (Telephone, 7052)
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FOR ACTION:

Stu Eizenstat

Hamilton Jordan

Frank Moore (Les Francis)
Jack Watson

Zbig Brzezinski

Frank Press

FROM: Rick Hutcheson, Staff Secretary

- 659D
MEMORANDUM

FOR INFORMATION:

The Vice President

SUBJECT: McIntyre memo dated 10/6/77 re Sea-level Panama Canal

- Study

YOUR RESPONSE MUST BE DELIVERED
TO THE STAFF SECRETARY BY:

TIME: 12:00 NOON
DAY: SATURDAY

DATE: OCTOBER 8, 1977

. ACTION REQUESTED:
' _X__ Your comments
Other:

STAFF RESPONSE:
|l concur.
Please note other comments below:

No comment.

PLEASE ATTACH THIS COPY TO MATERIAL SUBMITTED.

If you have any questions or if you anticipate a delay in submitting the requircd
material, please telephone the Staff Secretary immediately. (Telephone, 7052)
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‘in the Républic of Panama with an estimdtdd construction cost of
$2.9 billion at 1970 prices. The Commigeton, chaired by former f%
. Treasury Secretary Robert Anderson -~ cloded at that ‘time* that the
-+ construction of the canal should be iniglated-15 years ‘before the -
.~ .existing canal reached its capacity-—_i en estlmated to be azound
,;,,.:the end of this century o .'~-?* :

W,
g

A_AJ_“The inabillty of the current canal to a commodate large tankers to
. o transport Alaskan oil directly to the e3dst coast has led to proposals
o for a reexamination of the feasibility ¢f a sea-level canal by the
.. Corps of BEngineers. The Corps estimateg that such a canal would cost
- about $6.2 billion at today's prices. The Corpe conld prepars an .- : .
updated three-year study of the canal a§ a cost of $7 million, includ- T
“ing a full estimate of the envirommenta] impacts. of this, 32 milllon e
~ would be needed for on-site investigatigns in Panama which would, of
" course, require the agreemant of the 601 ’ nt of Panama

Authorizing leqislation would be naeded 1! the cOrps wereqto undattake
this assignment. We would then ask the Corps” ‘to reprogram sufficlent
funds to initiate the study, with first-yaar costs estimated at

$1.5 million. WHe understand you will b4 asked by Senator Gravel to
seek gpacific appropriation for these c?sts. We -deo not believe that P
such apprqpriations are necessary. - ' o I

Qggg@gnts for a restu@g

- $7 million is a- relatively small price to pay for an informed . ' i7x,
agsessment of the current engineering, economic and environmental T
‘feasiblllty of a sea-level canal. .

-~ A atudy 15 riot a commitﬁznt to congfruct, ac ne irrevecahle -
decigion regarding a sea-level cana} is involved. e

-~ -If current changes.in the economics jof energy trannportation - con-
tinue, construction of a sea~level ¢anal.could preve to be in the ..
national. Anterest and the availariljty of a current iaasibility
study would then be highly deairabld.

4~guasnts agglnst a restudy

— Adminlstration support ‘for a sea-le 1 canal study bv the Corps -
aven though not -a ‘commi tment to: con tructv—,vill be strongly
resisted by environmentalists who i cbncerned'about'potential
adva:se environmental and ecologic i effects from mixing waters
from the Pacific and Atlantic Oceans," e.g., introduction of
poisonoun Pacific sea snakes into - Atlantic. You have

received a memorandum from Frank Pz on this topic.
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SENATE LIAISON COMMENT ON OCTOBER 6 McINTYRE MEMO:

We concur with McIntyre's recommendation that Linowitz,
Bunker and Vance be consulted prior to a final decision on
this proposal.

We do think the Administration should support the legislation,
assuming there are minimal adverse diplomatic impacts. Treaty
opponents will be hard-pressed to muster reasons for opposing

a feasibility study of a Panamanian sea-level canal. The issue
would not be an emotional one and many Senators will see the
need for updating figures on economic feasibility of the
project.

However, we should expect treaty opponents to move to broaden
the study to include routes through other countries as well.

To avoid environmental opposition, the proposed legislation
should specifically direct the Corps to. consider both

economic and environmental factors when judging the canal's
feasibility. We can still expect some environmental opposition
to even studying the concept of a sea-level canal.

The sea-level canal is an important selling point with a few
Senators (e.g., Melcher, Stevens). Consequently, proof that
we are serious enough to study the propos should help to
bring these people into our camp. If a vote for this
proposal is relatively painless, and we think it will be,
key Senators may be more inclined to support us next year
when the treaties are considered. Senators Cranston and
Gravel strongly support this "toe in the door" approach.
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THE WHITE HOUSE

WASHINGTON
October 7, 1977
MEMORANDUM FOR THE PRESIDENT
FROM: JOE ARAGON A

SUBJECT: SEA-LEVEL PANAMA CANAL STUDY .

RECOMMENDATION

That you propose legislation to authorize a study of a sea-level
canal on the condition that the strong interest and support ex-
pressed by Senator Cranston and others remains unchanged.

DISCUSSION

Senator Cranston and Senator Gravel both feel that the $7 million
required for this study could be authorized by an amendment to the
Water Resources Bill. It is their opinion that legislation for the
study approached in this manner will pass through the Congress with-
out any difficulty. To this end, Bob Thomson of Frank Moore's office
and Alan Krebs of Senator Cranston's office assure me that the ground-
work has been carefully laid in both the House and the Senate by
Cranston, Gravel and others for this amendment.

With regard to the question of whether or not such legislation might
be construed as a "test" vote on the Panama Canal treaties and thus
might become the target of anti-treaty forces, both Cranston and
Gravel apparently feel that no serious problem will result. In fact,
they anticipate a favorable vote by a comfortable margin such that it
could be construed subsequently as a vote of confidence for the Panama
Canal treaty initiative. '

With regard to the second concern, i.e., that such a study might pre-
maturely violate those provisions of Article 12 of the treaty which
require a joint study, Bob Thomson points out that since the Corps

of Engineers acts as the agent, the Corps could bring Panamanians
into the study and thus, in effect, conduct a joint study. There
would be no incompatibility with Article 12.

In light of these assurances I believe that you should propose the
legislation requesting funds for the study. However, we should re-
main in close contact with both Senators until the legislation is
introduced to make sure that there is no change in the outlook for
the legislation.

Last, I believe it would be wise to consult with Ambassadors Linowitz
and/or Bunker before making any final decision on this.



THE WHITE HOUSE
WASHINGTON

October 11, 1977

MEMORANDUM FOR THE PRESIDENT
FROM STU EIZENSTAT S‘{‘\A
SUBJECT: Proposal for Feasibility Study for

Sea-level Panama Canal

OMB has laid out a proposal for moving ahead with a study
by the Corps of Engineers of the feasibility of a sea-
level Panama Canal, should you feel it is desirable and
timely to proceed. Apparently Senator Gravel has asked
that we support such a study.

At the present time, there is no authorization for a
feasibility study. We would have to seek Congressional
authorization, followed by reprogramming of funds (OMB
preference) or specific appropriations.

The cost of the study would be $7 million, $1.5 million
to be spent in the first year.

Determining whether to proceed with this proposal is in
my view primarily a political and diplomatic decision.
The views of Ambassadors Linowitz and Bunker and Secre-
tary Vance should indicate whether they feel this is a
timely proposal. The Congressional politics should be
Frank's call. Both Senators Gravel and Cranston appar-
ently feel that the treaty ratification efforts will be
somewhat enhanced by initiating this feasibility study.
However, there will be controversy on the environmental
aspects which could mean lengthy Congressional delibera-
tions and which could add to the confusion on the treaty
issue.

You should be aware that both the costs and the environ-
mental impacts of a sea-level canal may be very large.
Frank Press has just completed an analysis which indi-
cates that the environmental problems are severe; OMB
points out that the estimated cost of the canal has
escalated from $2.9 billion in 1970 to more than

$7 billion today.
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If, on balance, seeking authorization for the study will
be politically helpful, and if Ambassadors Linowitz and
Bunker and Secretary Vance feel that the study is con-
sistent with the treaty, I do not object to approving
the effort to seek authorization for study. However,
the following points should be taken into account:

The study should include environmental as
well as economic and engineering feasi-
bility.

The study, when authorized, should be funded
with reprogrammed money rather than a
specific appropriation.

Expectations should not be raised that the
sea-level canal proposal will in fact turn
out to be economically and environmentally
feasible.



WASHINGTON

Date: October 6, 1977 L _ . . MEMORANDUM

FOR ACTION: ' FOR INFORMATION:
Stu Eizenstat
Hamilton. Jordan
|Frank Moore (Les Francis) The Vice President
tJack Watson
Zbig Brzezinski
Frank Press

' FROM: Rick Hutcheson, Staff Secretary

SUBJECT: McIntyre memo dated 10/6/77 re Sea~level Panama Canal

Study
YOUR RESPONSE MUST BE DELIVERED
TO THE STAFF SECRETARY BY:
TIME: 12:00 NOON'
DAY: SATURDAY
DATE: OCTOBER 8, 1977

. ACTION REQUESTED: -
' - _X__ Your comments

Other:

STAFF RESPONSE:
{ concur. No comment.
Please note other comnments below:

A recent assessment by the National Academy of Sciences indicates that

a sea-level canal could have serious ecological consequences. There 1s

thus some scientific justification for commencing a study of a canal promptly
so as to provide a substantial timeframe for the collection of baseline data
and for the performance of the research that will be needed for a detailed
consideration of a sea-level canal and its ecological effects. In our view, .
however, the ecological and engineering issues are not the primary ones to

be considered. The President must evaluate the wisdom of proceeding with

a study now in light of the impact of this action on the ratification of

the treaties by the Senate.

Frank Press

PLEASE ATTACH THIS COPY TO MATERIAL SUBMITTED.

If you have any questions or if you anticipate a delay in submitting the required
material, please telephone the Staff Sccretary immediately. {Telephone, 7052)




EXECUTIVE OFFICE OF THE PRESIDENT

COUNCIL ON ENVIRONMENTAL QUALITY
722 JACKSON PLACE, N. W.
WASHINGTON, D. C. 20006

October 8, 1977

MEMORANDUM FOR RICK HUTCHESON
FROM: Charles Warreneu.

SUBJECT: Comments on McIntyre Memo re Sea-level Panama Canal Study

On the basis of environmental considerations we are in favor of
the proposed study under the conditions noted below.

On page 2 of the memo under "Arguments against a restudy" it

is stated that Administration support for the study will be
strongly resisted by environmmentalists. This issue has been
raised frequently in our consultations with environmentalists

and scientists. It was discussed again yesterday at the regular
Friday luncheon meeting I hold with environmental leaders. On

the basis of these consultations I do not believe most environ-
mentalists will oppose the study. On the contrary, most feel such
a study is desirable as long as three conditions are met:

1. It is absolutely clear and explicit that the study does
not constitute a committment to construct. In a case like this
there is always suspicion that a study is the first step in a
pre-determined course of action. That fear could lead to
opposition to the study. A strong and unequivocal statement by
the President could help allay this concern.

2. The study honestly and completely covers the environmental
considerations involved. To achieve real credibility the environ-
mental aspects of such a study should be conducted or reviewed
by ‘a scientific party which is objective and not involved with
the project. The National Academy of Sciences and the Institute
of Ecology are obvious possibilities. If the Academy does not
conduct the study of environmental considerations, it should
review that part of the study and its results, and that review
should be an integral part of the overall study. This is
particularly crucial since hard data on some of the effects
of mixing Atlantic and Pacific life forms cannot be obtained
in a three year study, therefore some of the results must be
judgemental.




3. The study conclusions and recommendations reflect the
environmental as well as other results of the study. There
is widespread conviction among the environmentalists and the
scientists involved that the pro-construction conclusions of
the 1970 study ignored the findings of the environmental por-
tions of the study and could not be justified by them. This
point was raised repeatedly during the recent Academy review
which Frank Press commissioned. It should be made clear that
this will not happen again.

Many environmentalists oppose the construction of a sea level
canal because of the potentially serious environmental impacts,
particularly those from mixing life forms from both oceans.
However, they recognize that consideration of such a canal will
continue to be raised, with or without the present treaty.
Consequently they recognize the need for an objective, compre-

hensive study which adequately takes environmental considerations
into account.
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MEMORANDUM -
NATIONAL SECURITY COUNCIL
October 8, 1977
MEMORANDUM FOR: RICK HUTCHESON
FROM: CHRISTINE DODSON
SUBJECT: Sea-Level Panama Canal Study

There are four reasons why we should not support this bill authorizing
$7 million for a feasibility study on the Panama Canal.

First, the proposal is premature; it pre-empts the treaty, which calls

for a joint feasibility study. It does not seem an appropriate time to
undertake a unilateral study on a sea-level canal just when we are trying
to sell a treaty based on the principle of partnership with the Panamanians.
Furthermore, it's not likely to be perceived as a friendly or cooperative
gesture by the Panamanians. It seems a relatively unimportant matter on
which to risk antagonizing the Panamanians. Since we are likely to
continue to need their continued cooperation and good faith throughout

the ratification process, it would be a mistake to aggravate them by
supporting such legislation.

Secondly, Administration support for this bill will stir up a debate on the
Hill on the treaty'ssea-level canal provision. Fritz Hollings and others
have criticized the provision for giving up the right to build a sea-level
canal in Nicaragua. Hollings' criticism and the entire issue have been
buried under an avalanche of other issues. Why flag the issue now?

Third, the environmentalists strongly oppose a sea-level canal, and
while there are arguments to be used against them <(the feasibility study
will include another environmental impact statement), we don't want to
fight that fight now, and we don't want to unnecessarily antagonize any
other groups which would be normally disinterested or supportive of the
treaties.

Finally, Administration support will likely provoke a debate which may
be a surrogate and a precursor of the final debate on the Canal Treaties.
If we lose this vote, and we could because there are people who might



oppose this bill even though they might support the treaties (environmental
concern; not wanting to pre-empt the treaties; fiscal conservatives) -- if
we lose a vote on this bill, it would hurt in trying to gain the momentum to
push for treaty ratification.

If Frank Moore thinks that opposing this provision might antagonize some
important friends of the treaty, then we might want to consider offering a
compromise formula, which would authorize the $7 million for a joint
study with the Panamanians, either after the treaty comes into effect or at
the earliest time mutually convenient with the Panamanians.

Concur: ?; :
Jerry ScHecter
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October 20, 1977

Stu Eizenstat
Jack Watson

Attached are GSA and. Commerce's
comments on Brzezinski's memo -
concerning Tin-for-Copper
Barter. L

Rick Hutcheson

SECRET ATTACHMENT




OCTOBER 20, 1977

MEMORANDUM FOR RICK HUTCHESON
White House Staff Secretary

SUBJECT: Comments on SECRET Brzezinski Memorandum
Dated October 15, 1977 re Tin-for-Copper Barter in
GSA Stockpile

(U) The General Services Administration does not support the
Domenici bill because first, it violates the basic premise of the
President!s new stockpile policy; second, the amounts proposed for
tin disposal in the bill would be very disruptive of markets, Finally,
the bill may be viewed as an attempt to bypass the Congressional
stockpile subcommittees chaired by Senator Hart and Representative
Bennett.

(S) There is one point raised by the ‘copper problem!' that relates
to new and previous stockpile policies that the President might
wish to consider: neither the new stockpile policy nor those
developed in the recent past provide guidance relating to the
acquisition of materials on a "target of opportunity' basis, i.e.,
deviating slightly from the regular plan to exploit dollar-savings
potentials.

(C) For example, a copper acquisition of approximately 340, 000
short tons for general civilian needs in the first war year is called
for under the planning scenario that provides for a one-year
mobilization; no copper is needed for the first year of the war if
there is not prior mobilization. The former scenario reflects the
President!s overall stockpile policy guidance, while the latter
reflects his priority plan for acquisitions,

(C) Presumably NSDM 337 will be implemented in its entiic.y
following the acquisitions that have been given priority at the
present time, If this is the case, copper will be included in the
FY 1981 acquisitions,



(C) The cost of copper is expected to rise by 1981. A conservative
econometric projection of the cost of copper in 1981 would indicate
that the purchase of 250,000 short tons now rather than then would
result in a savings to the government of $95 million. Furthermore,
this course would prevent the loss of domestic production capacity in
the copper industry. Such a loss would necessitate higher stockpile
goals causing additional future acquisition costs.

(C) Consequently, the President may wish to make an exception to
the Annual Materials Plan acquisitions policy in the form of a purchase
of copper in addition to the scheduled purchases for FY 78 and FY 79,

(C) Notwithstanding the merits of a copper purchase, the President
should be made aware that should he look favorably on granting

an exception to his existing acquisitions policy, his critics would
likely accuse him of using the Strategic and Critical Materials
Stockpile for economic purposes, an action contrary to law. An
alternative which might be feasible would be the use of the Defense
Production Act of 1950 (DPA), as amended, Title III of the DPA
provides for expansion of domestic production capacity for purposes
of meeting a national emergency and provides, ''for the purchases
of ,,, metals ... for Government use...'" I believe that DPA might
be used to avert the loss of capacity, since it would be unreasonable
to first lose the capacity and then support a program to expand it.

(C) This whole issue highlights the necessity of quick implementation
of a stockpile acquisition and disposal program. This, in turn,
makes a compromise with Congressman Charles Bennett (Chairman
of the Subcommaittee on Seapower and Strategic and Critical Materials,
House Committee on Armed Services) coneerning his Special Fund

an imperative, This Fund would earmark receipts from stockpile
disposals for stockpile acquisitions,

I believe that the domestic copper industry situation is serious
enough to warrant detailed examination as a Domestic Policy Review
Issue, I will recommend such action by future communication,




- THE SECRETARY OF C@MMEHCE
Washington, D.C. 20230 — . __

October 20, 1977
MEMORANDUM FOR THE PRESIDENT

Subject: Comments on Dr. Brzezinski's Memorandum
of October 15, on a Tin-for-Copper Barter

This is a response to Rick Hutcheson's request for comments
on Dr. Brzezinski's memorandum dated October 15, 1977, on
the stockpile tin-for-copper barter report which I included
in my weekly report to you on October 7, 1977.

The barter, or some other sale/purchase arrangement, has
been proposed by U.S. copper industry executives to relieve
a large international inventory overhang that has severely
depressed the domestic market and forced a number of copper
mine closings. Senator Domenici has been attempting to

attach the barter authority as a rider to pending major
legislation.

In his memorandum, Dr. Brzezinski recommends against the
barter because it:

"1l. 1Is inconsistent with a stockpile policy based
on national security needs,

2. Could disrupt the world tin market, and
3. Damage our relations with other signatories
to the ITA (International Tin Agreement)
particularly the developing countries."
My comments on these points follow:

Stockpile Policy

Dr. Brzezinski correctly notes that copper has a low priority
in the recently approved GSA stockpile acquisition program.
An exception to this carefully drawn policy so soon after its
- development should require strong justification. A formal

—ﬂw% )/{ <{fﬂ>
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position has not been reached here in Commerce on the issue,
but the following factors apply:

1. An acquisition of copper at this time would pro-
vide considerable cost savings to the Government,
by permitting GSA to purchase copper for stock-
piling at its present depressed price level of
about 55¢/1b.;

2. Even though copper acquisition is a low priority
item, there is no copper currently in the National
Stockpile;

3. Since the time of the origimal stockpile policy
review, there have been several closings of
domestic copper mines (and consequent creation
of unemployment). A prolongation or proliferation
of such closings could invalidate the basis on which
the present priority for stockpiling copper was
determined; and

4. Stockpile inventories of tin are currently in
excess of the new stockpile goals. Their dis-
posal, therefore, would be appropriate.

Mobilization Base

In addition to material acquisitions for the National Stock-
pile, another mechanism exists which could also be used to
acquire copper. Under the Defense Production Act of 1950, as
amended (Title III), authority exists for purchases of materials
if such support is necessary to maintain the industrial mobili-
zation base of the Nation. Acquisitions under the Title III
authority are stored in the Defense Production Act Inventory.
Such acquisitions may then be transferred to the Strategic and
Critical Materials Stockpile in accordance with the priority

of filling stockpile inventory goals.

International Implications

At present, tin is selling at a record $5.50/1b. on the
international market, as the result of a severe short supply
situation caused by a prolonged gap between world consumption
and production and the cessation of sales from the U.S. stock-
pile due to exhaustion of legislative authority.

«~—SECRET
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(High taxes and other domestic factors have reduced mining
incentives in recent years.) International Tin Agreement
stocks of tin are depleted and therefore that mechanism has
been unable to maintain the price of tin at or below the
agreed ceiling. Under the circumstances, all indications
are that the major producers would welcome a disposal of
stockpile tin to ease the current shortage until more
capacity is available.

It is unclear that such action would disrupt the world tin
market and adversely affect our relations with the principal
tin producers. To the contrary, according to the attached
AMERICAN METAL MARKET articles, governmment officials from
Malaysia and Indonesia have publicly stated their support for
a release of tin from the GSA stockpile. 1In addition, the
Malaysian Minister of Primary Industries stated earlier this
year at a press conference in New York (March 4, 1977), that
his consultations with Bolivian officials indicated that
that government would not oppose a release of tin from the
U.S. stockpile.

Also, it should be noted that GSA, responsible for adminis-
tering stockpile acquisitions and disposals, must under the
provisions of the Strategic and Critical Stockpiling Act of
1946 dispose of a material (i.e., tin) in such a manner as

to avoid disrupting the market for that commodity. Any sale
of tin would be accomplished only after an appropriate analysis
of the manner of disposal had been completed to assure no mar-
ket disruption would occur.

Legislative Status

Senator Peter V. Domenici (New Mexico) is attempting to attach
a proposal authorizing the tin-copper barter as an amendment

to legislation now pending before the Senate. A recent
attempt to add the proposal to the Utility Rate Reform bill
failed. A current effort in the Senate to amend the Endangered
American Wilderness bill (S. 1180), passed by the House, may be
successful.




Such an initiative must come from the Senate, which does not
generally require that amendments be germane.

In the House, Representative Morris Udall is leading the
support for the proposal. Any direct legislative stockpile
proposals must be approved by Representative Charles E.
Bennett's Subcommittee on Sea Power and Strategic Stockpiling,
who will not consider new initiatives until attention is given
to his own bill (H.R. 4895) to amend the Strategic and Critical
Stockpiling Act of 1946 by establishing a revolving fund and a
barter authority for stockpile acquisitions and disposals. We
understand that mutual agreement has been reached on both
proposals.

Conclusion

I believe that the copper industry‘s proposal has sufficient
merit to deserve further review, and I recommend that an
interagency task force be established to accomplish that

Si

Acting Secretary

”~

Attachment

Approve Interagency Task Force

Disapprove

Other
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- INDONESIA’S SADLL: "The buifer stock has besn fairly able to
- .. protect the minimum price . . . but it hasn’t been able to protect
© the raximum.”

Indonesia Suggeéts US
Release Stockpiled 1in

By HARRY STEINBERG

NEW YORK — The only short-term solution to the continuing up-
ward spiral of tin prices would be a release of tin from the United
States strategic stockpile, according to Indonesia’s Minister of Mines

‘Mohammad Sadli. .

That release, he said would have to be over and above the 5,000 tons
of meta) already pledged to the International Tin Council (ITC) buffer
stock by the Carter administration. .

For the longer term, he told American Metal Market in an inter-
view, an international program to solve the investment problem will
be needed.

A slowdown in investment in new tin dredges, mines and smelters is

(Conlinued on page 12)
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iLundaued from first page)

i for dwindling world
wf the metal and a shor-
% now driving prices to
~"-'¥:.1.:.

w if we can get 25,000
" Sadli said, discuss-
s prediuetion of the
SLT. p:u"uc.Jon dipped
T omeinie tons feom
R ad el 23000 tens,
b that the Lall<ff in
Gs uue 1o the recession
dhosaw G Grep in invest-
Cene s o fueilities a3 woell as
vy in management”
ode o Wrned the consuming

X

nations for the failure of the ITC
buffer stock to control prices, say-
ing they've been reluctant to con-
tribute metal to the stock, which
has been barren since last January.

“The buffer stock has been
fairly able to protect the minimum
price and protect the interest of the

_producers,’” he explained, “but it

hasn't been able to protect the max-
irmiin and the interest of the con-

Ssumers”

Saidli s2id he would like to sce the
size of the buffer stock doubled to
40,600 tons, and would also like to
see contributions from consuming
natiowsssuch as Jepan and West

Germany, which have so far bezn
holding back.

“Some of these die-hard con-
sumers trust Adam Smith too muci
and they fee] that the murket will
reclify itself,” ke said, adding that
he was “optimistic” that Jupun and
Germany would ultimately con-
trikute to the buffer stuck.

“Cecntany is niost censervadive
in cconumic policy,”” he sabd
“Jopan is  pragmatically  conser-
vative,”

Once those nations 1nake a con-
trituttion of tin mieial, he said, the
ice will be broken and the stockpile
will be able to fuilction as it shoukd,

He added he didn't put much
credence in Bolivia's call for the
formation of a tin cartel along the
lines of the Organization of
Petroleum Exporting Countries
(OPEC), but he acknowledged that
tin was ripe for cartclization.

Production of the metal is con-
centrated among four nativns —
Malaysia, Bolivia, Indunesiz and
Thailand ~ and three of those na-
tions are alrcady united in the
Association of South ast Asian Na-
tions (ASEAN), “Dolivia is already
playing the radical,” he added.

But, he said, “Wedon't lave the
appetite, We want to solve not only

Indonesia Recommends US Release Stockpiled Tin

the tin problem but the problems of
other commodities as well. We will
not treat tin as a special oppor-
tunistic chance to make big piofits
through cartelization.”

Gn the high price of tin, Sadli
said, “We're happy biecause we're
earning a lot of money, bul we're
afraid users will run away to
plastics and aluminum.”

Sadhi added that Tedoneia bas or-
deved a new tin dredge and s mov-
ing for the first tinwe into off-shore
minivg. The dredge, wiich will eost
about sa9-million, may see anin-
crease o production of aboit 5.0:)
tons. )

While the pricing of tin hus posed
no proislem, the price of copper has
been g probiem and could be the
chief reason that carteluation
doosu’t appueal (o the Indonosians,
he sugyested.

The only racthod of solving the
overproduction and low price
probler, Sudlisaid, was viz a “poad
prod.h c-eoasmmer velation: hip.

Ve are tied Ly the 'mnnvu
US. puliey statemnenis oi COGRT,
he said, expluining that the U8, has
taken the lead in tulks ai Geneva
held by the United Nations Con-
ferenee on Trade and Development
(UNCEAD).

Saudli Saw no short-term solutions
to thie copper preduction pricing
situation, though he ccliied sugges-
tions that Japun stockpie tieiuetal
as a solution to both overjroLietion
and its own halance of poaymients
surpius problem. He added it he
would “welcome™ a US. decision
to stockpile copper.

The members of the In-
tergovernmental Councit of C ‘opper
Expartiiig Countries (CIPEC) sim-
ply can’t nfford to trim production,
he said,
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" NEW YORK — - 3lalaysia’s Ministar of Pmrzar, Industries
Musa Hitam caillad uvpen the United States:'to release “a-
reasgnable amount of iin” from the General Services Ad-
‘mipisiratien siccipile to relieve upward pressure on tin

prices. ) -~
™ H t 144 L'pn
- minist id hs Tuasd ; Bolma
: i i tion of
. S that
X ared By.
. B
- g
M3 ] A dministr:‘i -J bo"’"'e:»
is. early this week, iz said he i
232 (35A tin, swhich be notad

Ly (0
L 09

mimardom
introduced

“confident” that an “agreement in rrin— _
d in Londen at the "lJarts. v inoeting of
n Council tiis week {0 establish what he
ev1ew and a systematic spproach”™ for
ngn for tin. He said that Bolivia has
ment befn it expiras on June

HITAM: “Wa ara much mors optimiailc about the viability =i the
{in Councit” :

lCon ved dn page 34)
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7 after the maeting fed that the producer na-

" Rolivians and the tions had : E"ﬂed en a pricing
Y izt A e

: on, »vhich in. Dpolicy caly in gnnu ! terms and

from

vzlavsia, 'xnd Ain- -

”“orz[m ged {rom first gw e}

I'in Councit

tire TTC {o establish, H
drew a distiuetlica
— '.-per'-?';rl“ systematic
ey reviews and autormatic ind
“':T?L - _of tin prices tied to i‘rf‘bt"
CCORP. =Ty ‘adreed- thai some 3
22752 39 " system (ou-d he estamched
ing the secr
LES sibility in e;txmatmg a reul p::ce
range,”” he :
TOVICW proposal.
necessary for a much more in-
depth siudy of price factors™ to
be carried nut pericdically by the
I'TC, he added.

Hitam said Malavsia is opposed

igwever. ha

to the formation of any producer
cartel governing tin, which swas’

cne pm::;‘n:ct raised in the joint
statement released by the Boli-
vians and the ASEAN delegation
to La Paz in the event the Irter-
national Tin Agreement expires.
Disavows Cartels

“Failure to make the agrse-
.ment more just and quitable as
well a3 functional ma su in
an undesiregble course of action
inevitably to be taken,” the tin

producers warned I their state-
ment. “We \0 r‘ot nnh eve in a
producer cactel, because it is not
conszistent with our view that it~
must be an intarnational agree-
ment among producers and con-
sumers,”” i
Aside from the question of price

reviews, two other points of con-
tentjion remain to be settled at the

ITC mesting — revisions of the
: .
[ IMDUSTRIAL TITANILE CORP. Pe niruptey Plea
, 5 .-.rrhx,‘a.;.«. Hinoiz 550872 . ey ' .
_ S Fils d é:w Ti{)ncar .

ecialties”
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la.de { ans payable, 22,-
500,040, and accounts payabdle, $1.-
300,600, ;‘«35% include a 300,040

cleim  against Minerva  Seguros,
Balboa, Spain, and a 2273,012 cash
bond pested ia the Superior Cout'
ol New JQ_.);_]

Kravse, Hirsch & Gross, §69
Third Ave., resresents the debior
John J. Galgay i3 bankruplcy ] mf‘“ﬂ

FRT PO I

WEREPUUREY

would leave ‘)PL‘CIL.Cb for tha en- .

" pound,

“‘nt madcr"nt.xm and reason.’

system and demands for
aiory contributions by cen-
nations to the ITC buffer

I ctm declinerd to state
‘s position on these mat-
repeating  the producers”
int statement that “me-
ty to bo-stecessiul,
and 91 uitable
] CO:ISU"’!Q’..’-: T!'.'
i L«-'d that one’
'ieni in an effac
rLemrnt is the ex-
istence of a l ge stockaile, which
I_ said relies on contributions by
PHEITT I THRIL n‘ltx\,n £o far, most
consumer meimbers cof the {(TC
have refused to contribute to the
stockpile. . }
“The bigger the stockpile you
kave. tirle more elfective a com-
modiiy agreement can be,””
Hilara said, adding that a larger

)
—- (."-.

ITC buffer stock would have
prevented or moderated recent
price gains in tin. '
Calls 1t *Best Time'
“[" would reguest the U.S.
governmant to release tin
because this would be their con-

tribution’ to price c“me he
said. He also said this is “the best
time to make lots of money™ by
:.-'.‘Hlf;g (G:5A tin.

The reconciliation on price-

changes between Bolivia and
Malaysia was sean by some in-
custry representatives as a vic-
tory for 3 Ia!m sia, which wants to
Leep prices at mor.!erdte fevels to
proevent losing indnstrial markets
for the metal if prices increase
éramatically. Bolivia, the world's
highest-cost tin producer, has
been considered willing to see the
price go-as high at 3500 per
and has i‘PpL‘dl(}{“y
threatened to abandon the Inter-
,n-urul ’l in aqroempnt 1r

Loty 3r ,mvc:nﬂ it iz a

zUnrx

2y

Te said Malaysia's pasnmn was
to support wide-ranging com-
modity agreements that wou l’d
preserve “sccanty of supplies”
for consuming countries as well
as “‘security of income’ for
producers. tle added thst
Malavsia is the foremaost

pmdugcr of several other com-

mod mw it auhtlon to tm
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THE WHITE HOUSE

WASHINGTON

October 19, 1977

MEMORANDUM FOR THE PRESIDENT
THE CABINET

~ v
FROM JIM SCHLESINGER . ?ﬁ;7
STU EIZENSTAT :

SUBJECT BRIEFING MATERIAL ON NATIONAL ENERGY PLAN

This memorandum will provide you with:

® The basic themes of our presentation on energy legisla-
tion. These can be used as talking points.

® An overview of the energy problem and how our Plan meets
these needs.

® A schedule of major events in the coming weeks and
information on the Conference.

® An outline of the major provisions of the National
Energy Plan and a summary of House and Senate changes.

Attached to this memorandum is a suggested basic speech.
Several optional inserts dealing with specific impacts
(labor, farmers, consumers, international aspects) are
included to help target speeches to specific audiences.

A set of the toughest questions and answers on the energy
plan are also attached. Should you need any other informa-
tion, we are happy to provide it.

BASIC ENERGY THEMES

1l. With every passing day the energy.problem grows worse.

We used more gasoline this summer than ever before.

We import more oil at higher prices than ever before,
and have become more dependent on uncertain foreign
supplies.

We continue to waste energy in our factories, our cars,
and our homes at rates which we cannot afford.
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We continue to put off the hard choices and the sacri-
fices in hopes that the problem will go away -- it won't.
There are no easy choices or comfortable solutions. But

“the disaster we face in the future if we fail to act is

even harder than the choices we must make now. If we
act now, while there is time, we can balance energy needs
and energy supplies without severe economic disruption.

Enactment of a strong, responsible energy plan tests our
will as a people, and tests the strength of our system of
government. Can we, with our system of government, act
to avoid disaster before its most severe effects become
visible? Both the President and the Congress will be
judged on their ability to act before a crisis overwhelms
us.

Our extraordinary dependence on foreign oil -- which is
costing us $45 billion this year -- threatens our national
security. We cannot afford to have our energy sources and
prices held hostage to the desires and whims of foreign
0il producing nations. Our huge o0il bill drains billions
out of our economy robbing Americans of jobs. It creates
unacceptable deficits in our balance of trade.

The President's Energy Plan is balanced and fair. It
relies on three principal strategies:

e conservation —-- making more efficient use of the
energy supplies which we now have:

e fair production incentives -- ensuring that our
energy industries receive the
revenues they need to find new
domestic supplies of 0il and gas
without letting them profiteer;

® conversion -- switching to more abundant energy
sources such as coal and solar energy.

Energy prices will inevitably increase, with or without a
plan. The President's Plan protects the consumer through:

® Kkeeping a ceiling on natural gas prices and making
sure that increases are borne primarily by industry.

® rebates to consumers to offset increased oil prices
rather than giving windfall profits to the oil com-
panies.




® insulation and utility rate reform programs to
keep electric bills from skyrocketing.

5. The President's National Energy Plan would not raid the
Federal Treasury. It would not bust the budget and swell
the federal deficit. Solutions to the energy problem
should not eat up resources which are needed for other
national needs.

6. If we in government fail to act, the responsibility will
be on our shoulders. Future generations will say "they
could have saved us, but they didn't." The responsibility

will be on the powerful, but the terrible cost of our
failure will be paid by the average working family in
this country. ‘

7. The Congress and the President can act together to estab-
lish a National Energy Plan. This is the President's
highest priority and the entire Carter Administration will
continue to fight for the principles and the programs put
forward last April. Congress should not recess for the
year without an adequate energy bill. But no bill would
be preferable to an unacceptable bill which fails to pro-
tect the consumer.

OVERVIEW OF THE PROBLEM AND THE PLAN

Production of oil and natural gas, which now supplies 75% of .our
energy, has been declining by 6% per year. Oil imports have
doubled in the last five years and now make up half our sup-
ply. Imports will cost $45 billion this year.

Before the end of the century, and perhaps as early as the
mid-1980's, world demand for oil will outstrip capacity to
produce. Even if price and foreign dependence were unimportant,
we would still have to begin a transition away from oil and gas
to other fuel sources. The National Energy Plan relies on
three basic thrusts to guide this transition.

1. Conservation

The National Energy Plan combines regulatory programs,
such as mandatory auto fuel economy standards, with econo-
mic incentives to encourage more efficient use of energy.

A key element of our conservation strategy is pricing energy
at its true replacement cost. This permits us to harness
the marketplace to stimulate conservation.




The basic mechanism for accomplishing replacement-cost
pricing is the crude 0il equalization tax (COET). While
controls are maintained on old oil supplies to prevent
producer windfalls, the COET is imposed at the wellhead
to bring oil prices to the world level.

Revenues from the COET would be rebated to consumers

on a perfcapita basis with a dollar for dollar rebate for
home heating o0il. The COET would be phased in over a
three year period to prevent sharp economic disruptions
and minimize inflationary impacts.

A second key element of conservation is the oil and gas
user tax. Very large industrial users of these fuels
would pay a gradually increasing tax to: (1) promote
conservation, and (2) encourage conversion to alternate
fuels. '

Revenues from the oil and gas user tax would be available to
industry to offset the costs of conversion.

The National Energy Plan provides other programs and
incentives for conservation including:

® grants and low interest loans for weatherizing
low income homes

e reform of utility rate structures to discourage
waste

® business and residential tax credits for insulation,
solar and other conservation investments

e retrofitting of federal buildings and local schools
and hospitals

® a tax on gas guzzling automobiles to ensure that we
meet fuel economy standards

® mandatory standards for major home appliances

Conversion to Alternative Fuels

Coal makes up 90% of U.S. energy reserves, but it supplies
only 18% of current demand., Renewable sources of energy --
solar, wind, biomass, and geothermal -- are available in
certain applications today. But major U.S. capital plant



investments made since the Arab o0il embargo have not
switched to these alternative fuels -- they have
continued using o0il and gas.

Under the national energy plan, utilities and other
major fuel burning installations will be prohibited
from burning o0il and gas, except where environmental
considerations prohibit use of coal. Incentives in
the form of tax credits are provided for conversion to
coal and renewable resources. Nuclear energy, in the
form of light water reactors, will fill a gap during
this transition.

Coal and renewable resources have been long neglected
in our energy research and development budget. 1In our
FY 1978 budget request, fossil fuel research increased
by $42 million. Solar and renewables programs will

be revamped and emphasized. The Energy Department's
R&D program will continue to shift to make up for
neglect in moving these types of transition
technologies forward, and to overcome some of the
current difficulties associated with burning coal.

Incentives for New Production

Incentives must be given to stimulate new exploration
and production of oil and gas, from both conventional
and unconventional sources. The Plan, however,
differentiates between reasonable incentives and
windfall profits which would accrue if the price of
all oil and gas were completely deregulated. 0il
prices are set by an international cartel, not a free
market. The Plan prevents domestic o0il and gas
prices from being tied completely to cartel-determined
prices.

Nevertheless, the Plan, using discretionary authorities
in existing law, provides for the equivalent of the
world price for newly discovered oil. This is the
highest price for oil anywhere in the world since many
countries demand royalty or severance taxes far higher
than the U.S. But the 0il producers are asking for
even more--they would like to deregulate prices from
0il wells, many of which were producing profitably
before the Arab oil embargo when the average domestic
price of domestic 0il was under $4 dollars per barrel.




Natural gas is an even more valuable energy source
than oil--it is cleaner burning, more versatile, and
does not require extensive refining. Demand for
natural gas is high, and were the price deregulated,
even just for new gas, the price would soar to levels
equal or higher than the world price equivalent for
oil.

While we have had too much regulation of natural
gas—--over half the natural gas we now consume is
priced at 32 cents per thousand cubic feet (mcf)--much
of this comes from wells drilled in the 1950's and
1960's. Rewarding producers for past efforts which
were profitably undertaken years ago ignores basic
principles of equity.

While the Energy Plan maintains controls on
conventional supplies of new natural gas, the $1.75
price per thousand cubic feet is a generous increase
over the current price. Just one year ago, the
Federal Power Commission set the price of new gas at
$1.42--a price which was calculated to include: all
increases in exploration and drilling costs, a 17%
return on investment, compensation for loss of
percentage depletion, a federal income tax rate of
48% (while most companies actually pay far less than
that), and an additional increase to encourage
conservation.

Finally, past experience in the unregulated intrastate
gas market shows that higher prices have not managed
to reverse the trend of dwindling supplies.

For unconventional sources of 0il and gas, the Plan
would provide the equivalent of deregulated prices.
Similar incentives are provided to encourage enhanced
recovery from old oil and gas wells.

In summary, the National Energy Plan is designed to meet
seven basic goals by 1985:

o To reduce the growth rate in energy consumption
to 2 percent per year;

(o} To reduce gasoline consumption by 10 percent;



To cut imports of foreign oil to less than
6 million barrels a day, less than half the amount
that we will be importing if we do not conserve;

To establish a strategic petroleum reserve supply
of at least a billion barrels, which will meet our
needs for about 10 months:

To increase our coal production by more than
two-thirds, over 1 billion tons a year;

To insulate 90 percent of American homes and all
new buildings; and

To use solar energy in more than 2 1/2 million
American homes.

SCHEDULE OF MAJOR EVENTS

Week of
o

(o)

Week of

o

10/17 - 10/23

House/Senate Conference begins on conservation.

President's trip to Michigan, Iowa, Colorado, and

California with prepared energy speech in Des Moines
on 10/21.

President meets with Senators, House conferees,
consumer leaders and AFL-CIO.

10/24 - 10/30

House/Senate Conference continues on conservation,
and possibly begins coal conversion.

Senate/Finance Committee report on tax measures
filed; floor debate begins. Action expected by

end of week or beginning of next.

Regularly Scheduled Presidential news conference;
regular meeting with newspaper editors.



Week of 10/31 - 11/6
@ Cabinet activities in full swing.

® Possible beginning of Conference action on tax

portions.

@ Possible initial Conference consideration of
utility rate reform and/or natural gas regulation.

Week of 11/7 - 11/13
® Regular regional editors briefing with the President.

@ Conference action continuing on all major controversial
issues.

® Regularly scheduled Presidential news conference.

Beyond this point it is difficult to predict the issues under
consideration in the Conference or the timing in moving toward
completion.

CONFERENCE INFORMATION

The House has one set of conferees for all issues.
Conference members were drawn from the Ad Hoc Committee
on Energy which has representation from all standing
committees with energy jurisdiction.

The Senate will have different sets of conferees for
different issues. For example on conservation, all Senate
Energy Committee members are participating. It is not now
known which Senators will be conferees on the tax related
portions of the bill, although they will be drawn from the
Senate Finance Committee.

The Senate will vote on five separate conference reports
(broken down to: conservation, coal conversion, utility
rate reform, natural gas, and tax measures). The House
will treat the Conference product as one bill.

OUTLINE OF MAJOR PROVISIONS OF THE NATIONAL ENERGY PLAN--SEE
ATTACHED CHARTS



ACTIONS TAKEN ON THE NATIONAL ENERGY PLAN

Administration Proposal

House Action

CONSERVATION

Buildings

l. Residential Conservation Tax Credit

- 25% of the first $800 for speci-
fied energy conservation measures.

~ 15% of the next $1,400.

- The maximum credit is $410.

2. Solar Tax Credit

~ 40% of the first $1,000 and
25% of the next $6,400 for
qualifying solar equipment for

~ the first several years,

- declining by 1982 to 25% of
the first $1,000 and 15% of
the next $6,400.

- The maximum credit begins at
$2,000 and declines to $1210
in 1982,

3. Weatherization Financing

- $585 million direct grant program
for low-income residence owners.

- Creation of a secondary mort-
gage market for residental .
conservation loans.

A 20% credit for the
first $2,000, for a
maximum credit of $400.

- 30% of the first $1,500

- 25% of the next $8,500

- The maximum credit is
$2,150.

- Includes wind equipment

Passed the Administration's

program and added a GNMA sub-

sidized interest rate loan

program for residences owned
by individuals who earn up to

90% of the median income.

raised the grant program cutoff

to families with incomes at
125% of therpoverty level.

Senate Action

Finance Committee - adopted

the House bill with an
expanded list of eligible
conservation investments,

Finance Committee - adopted

the House bill and expanded
the coverage to include
leased equipment,

Same as House



ACTIONS TAKEN ON THE NATIONAL ENERGY PLAN

Administration Proposal

House Action

CONSERVATION

Buildings (cont.)

7.

Federal Buildings
-~ Energy Efficiency Program

Retrofit program to reduce

energy conservation 20% in all
existing Federal buildings, and
45% in all new Federal buildings,
(Administrative)

-~ Solar Program

o $100 million Federal building
solar demonstration program.

o Photovoltaics

No program

Mandatory Standards For New
Buldings

Advanced the effective date

of previously existing standards
for 1981 to 1980.
(Administrative)

Requires a schedule that
meets total retrofit goal
of 20% by 1990.
(legislative)

Same as Administration

Added a $39 million
program for further devel-
opment of photovoltaic
technology.

Authorized $20 million for
state aid to meet the
Administration's objective.

Senate Action

Calls for a study on the
feasibility of reaching the
goals by 1990.
(legislative)

Same as Administration

Same as House

Same as House




ACTIONS TAKEN ON THE NATIONAL ENERGY PLAN

Administration Proposal

House Action

CONSERVATION

Transportation

1.

Gas Guzzler Tax/Truck Standards

Graduated excise tax on cars
and light trucks which fail to
meet EPCA standards. Graduated
rebates for vehicles with fuel
economy above the standard.
Taxes begin in 1978. The tax
in 1985 would range from a low
of $67 per car to a high of
$2,488. Also implemented existing
discretionary authority to set
truck standards.

Gasoline Taxes

Standby tax - five cents per gallon
tax in 1979, increasing 5 cents every
year in which consumption exceeds cer-
tain predetermined target levels.
Taxes would be rebated on a per

capita basis through the tax system.

Blended Motor Fuels

No program

Excise tax if fuel economy
falls more than 3 to 6 mpg
below EPCA standards. No
rebates., Taxes in 1985 would
range from a low of $397 to
$3,856 per car in 1985.
Eliminates applicability

to trucks.

Rejected standby tax. Extended
existing 4 cent excise tax to
1985.

No program

Senate Action

The gas guzzler tax was rejected.
Instead, the Senate passed an
amendment to EPCA which simply
prohibits the construction of low
mileage automobiles (16 mpg in 1981
rising to 22 mpg in 1985), and
doubles the civil penalties
assessed against the companies

for not meeting the EPCA

average fleet standards.

Same as House

Exempted motor fuels using a blend
of alcohol from the gasoline excise
tax.



ACTIONS TAKEN ON THE NATIONAL ENERGY PLAN

Administration Proposal

House Action

Senate Action

CONSERVATION

Buildings (cont.)

4.

Utility Insulation Program

Utilities would be required to
offer insulation information,
offer loans repayable through
utility bills and offer to
arrange for installation.

Schools and Hospitals Conser-
vation Program

Provides up to 40% grants

to States for the installation
and design of conservation
initiatives in schools and
hospitals.

Municipal Buildings
Conservation Program

No program

Passed provision similar
to the Administration's
proposal with an oppor-
tunity for States and the
Federal government to
prevent installation by

a utility if an anticom-
petitive finding is made
of any given utility's
actions under the program.

Increased grants to 50%
(90% in certain hardship
cases); also expanded
coverage to nursing homes
and day care centers.

Provides for energy audit
and technical assistance

grants for energy conserving

initiatives in buildings
owned 'by units of local
government.

An individual utility must
petition DOE to be allowed
to install or make loans.
DOE must f£ind that the
program would not be
unfair or deceptive.
Otherwise similar.

Finance Committee -~ Same as

Administration, except

grants are increased to 50%.

Also made the tax credit
refundable.

No program



Administration Proposal

ACTIONS TAKEN ON THE NATIONAL ENERGY PLAN

House Action

CONSERVATION

Transportation (cont.)

4'

Deduction for State and Local
Gasoline Taxes

No proposal.

Repeal 10% excise tax on
inter-city buses.

Electric Automobiles

Eligible for maximum gas
guzzler rebate.

Repeals Federal tax deduction
for State and local taxes on
gasoline.

Similar to Administration
but expanded to cover
excise tax on all buses
and bus parts, and on
certain related equipment.

Provided for a $300 tax credit

for any electric automobile.

Senate Action

Finance Committee - rejected repeal

of deduction.

Finance Committee - Same as House.

Also added a 5 year, $200 million
refundable tax credit for inter-
city buses and terminals to reduce
fares and improve facilities,

Fihance Committee - same as House.




Administration Proposal

ACTIONS TAKEN ON THE NATIONAL ENERGY PLAN

House Action

Senate Action

CONSERVATION

Transportation (cont.)

.7.

Aviation and Marine Fuel

Current 2 cent tax rebate on
marine fuel would be elimin-
ated. Excise tax on fuel used
for noncommercial aviation
would be increased from 7 cents
to 11 cents.

Van Pooling Programs

Purchase 6,000 Federal vans for
demonstration pooling program.

Other Programs

Adopted proposal on marine
fuel. Aviation fuel pro-
posal not adopted.

Deleted program

Same as House

Passed Administration's program,
Finance Committee - added a 20%

investment tax credit for vans
used by a taxpayer to transport
employees to and from work.,

Finance Committee - provided for

a 10% investment tax credit for
transportation energy saving
devices.



ACTION TAKEN ON THE NATIONAL ENERGY PLAN

Administration Proposal

House Action

CONSERVATION

Electric Utility Regulatory Policies

- rates must be cost justified

- eliminate declining block rates

- offer time of day pricing

- master metering prohibited

- FERC autorized to require pool-
ling and wheeling to take advan-
tage of regional efficiences

{
Crude 0il Equalization Tax
{COET)

- tax the difference between
controlled oil price levels and the

. world price, imposing the full tax

! over a three year period with three
equal increments of tax

- rebate the proceeds of the tax to
every American on a per capita basis
through a reduction in withholding
for taxpayers or through appropriate
state agencies for non-taxpayers

- dollar for dollar rebate for home
heating oil

Administration proposal plus:

~ funding of intervenors

- creation of Public Counsel's
office

- tightening of rules on
interlocking directorates

- $300 million program for
small hydroelectric facilities

- prohibition against wholesale
rate increases without a
hearing

- promotional advertising not
allowed in rates

Adopted the Administration's
proposal but provided for
rebates only for the first
year, and on a taxpayer, rather
than per capita, basis

Senate Action

Very limited bill that provides
only for:

- authority to intervene in
State hearings

- information gathering on
rates throughout the Nation

- lifeline rates nationwide

Finance Committee - Defeated

COET proposal but issued instruc-
tions that if COET were adopted
in conference:

- the tax should be phased out over
time

- the funds should be channeled
into energy development through
an Energy Development Corporation
or Trust Fund .



ACTION TAKEN ON THE NATIONAL ENERGY PLAN

Administration Proposal

House Action

‘CONSERVATION

Industrial Cogeneration

provides for an exemption
from PUC regulation of
industrial cogenerators
cogeneration equipment eligible
for 10% additional ITC
exemption from oil and gas
conversion requirements if
necessary to get cogeneration
benefits

prohibits discrimination

by PUC or utilities against
industrial cogenerators

Mandatory Appliance Standards

requires establishment of mandatory
efficiency standards for seven cate-
gories of base appliances. The
Administrator is given discretionary
authority to set standards for six
other categories

no deadline is established for
standard setting

~ cogeneration egquipment
eligible for a 10% additional
ITC

- qualified cogenerators receive
preferred utility user tax
treatment under the oil and
gas users tax

- requires industry standards

‘for all 13 categories .

- establishes a two-year dead-
line for the first seven
categories, three years
for the last six

Senate Action

- cogeneration equipment
eligible for 10% additional
ITC -

- requires industry standards
for the seven categories in
the NEP, plus two additional
categories

- establishes a 1980 deadline



ACTIONS TAKEN ON THE NATIONAL ENERGY PLAN

Administration Proposal

Hlouse Action

1'

PRODUCTION AND CONVERSION

Natural Gas Pricing Policy

- Abandons cost-based pricing of
new gas in favor of a commodity
value pricing approach.

- Establishes a Btu-related new gas
price equal to the average price of
all domestic oil, or approximately
$1.75 per mcf by early next year,
which increases to over $3.00 per
mcf by 1985.

- 01d interstate contracts stay at
the current price unless a higher
price is needed to maintain
production.

~ 01d intrastate contracts
increase to the $1.75 level.

- High cost new production is eligible
for a special incentive price (deep
drilling, tight formations, geopres-

surized methane, Devonian shale,
etc.).

- Incremental pricing passes the
higher costs of new gas first to
the industrial sector.

- New gas is defined as anything
beyond 2 1/2 miles of an existing
well or 1,000 feet deeper than any
well within the 2 1/2 miles radius.

Cost to Consumer-$15 billion over .

current approach from '78 to '85.

Gas Production Increase-l.1 addi-
tional trillion cubic feet in '85.

Same as Administration
proposal except that:
- New gas is defined
to include gas from
any new reservoir.
- 014 intrastate con-
tracts remain at their
old price unless a
higher price is needed
to maintain production.

Cost to Consumer-$1 billion
over Administration approach

Gas Production Increase-same
as Administration

Senate Action

- Deregulates new onshore
production immediately

- Provides for 5 more years
of offshore regulation
based on a new commodity
value formula.

- New gas is more loosely
defined, including gas
from new reservoirs
and extensions of
existing reservoirs.

- 01d intrastate con-
tracts get the deregu-
lated prices.

Cost to Consumer-
$70 billion over House
from '78 to '85

Gas Production Increase-
.4 trillion cubic feet
over House in "85



ACTIONS TAKEN ON THE NATIONAL ENERGY PLAN

Administration Proposal

House Action

PRODUCTION AND CONVERSION

2.

0il Pricing Policy
(Administrative)

o Current upper and lower tiers
are granted increases with
inflation.

o New o0il is allowed to rise over
three years to today's world
price, plus inflation.

o Tertiary recovery is allowed
today's world price immediately.

Savings to Consumers-$10 billion
from '78 to '85.

0il production increase-100,000
barrels per day by 1985.

0il and Gas Minimum Tax Treatment
on Intangible Drilling Costs (IDC)

0il and gas producers pay a minimum
tax only on the portion of IDC
deductions that exceeds the net
income from o0il and gas properties.
This gives all independent producers
the same treatment previously
available primarily to majors.

Geothermal Production -

Grants the same intangible
drilling cost deduction that
is available to o0il and gas
producers.

No action required

Adopted Administration
position,

Accepted the Administration's
proposal and also granted a
10% depletion allowance.

Senate Action

No action required

Adopted Administration
position.

Finance Committee-

- accepts House action on
intangible drilling costs.

- grants a 22% depletion
allowance,

10



ACTIONS TAKEN ON THE NATIONAL ENERGY PLAN

Administration Proposal

House Action

PRODUCTION AND CONVERSION

5.

Geopressurized Methane

Provided the special high cost

pricing provision discussed
above in the natural gas bill.

Shale 0il

Provided with the world
0il price (Administrative)

Nonconventional Gas

Provided the special high cost

pricing provision discussed
above in the natural gas bill.

Same as Administration

No action

Same as Administration

Senate Action

Finance Committee-

In addition to the deregu-
lation provided for in the
gas pricing bill which passed
the Senate, the Committee .
also provided for a

-$.50 per mcf tax credit.
-20% investment tax credit
-10% depletion allowance
-Intangible drilling cost
deduction,

Finance Committee -

provided an additional $3
per barrel tax credit

Finance Committee -

$.50 per mcf credit.

11



ACTIONS TAKEN ON THE NATIONAL ENERGY PLAN

Administration Proposal

House Action

Senate Action

PRODUCTION AND CONVERSION

8.

Peat

No action

Business Energy Tax Credits

Additional 10% investment tax
credit for:
- insulation of existing

facilities,

alternative energy property:
boilers and other combustors
using coal or other fuels,
solar, low Btu coal gas, etc.
specially defined energy
property (conservation
equipment), but only if
retrofit onto existing
facilities.

No action

Similar to the Adminis-
tration but excludes
heat pumps from eligible
property.

Also eliminates the
regular investment

tax credit for any new
0il or gas fired facili-
lities, unless such
facilities are exempted
from the regulatory

program discussed below.-

Finance Committee - Increases

depletion allowance from
5% to 10s%.

Finance Committee -

Similar, but list of
eligible property is
expanded to include recy-
cling equipment.

Also passed a refundable
40% alternative energy
property credit. This
credit expands the alter-

. native property definition

to include geothermal, feed-
stocks from coal, hydro
power, solar and wind, and
ocean and tidal power.



ACTIONS TAKEN ON THE NATIONAL ENERGY PLAN

Administration Proposal House Action Senate Action

PRODUCTION AND CONVERSION
10. 0il and Gas Users Tax
Finance Committee -

- Tax on 1000 largest (85,000 bbl/yr The coverage is expanded by

or more) industrial and utility
users. Oil is taxed at a flat
rate, increasing to $3 per bbl

in 1985 for industrial users.
Natural gas taxed at an amount
set to make its cost equal to the
pre-tax cost of distillate oil by
1985. Utilities are taxed at 1/2
the industrial rate for oil and
the phase-in for both the o0il and
gas utility taxes is slower.

Credit against user taxes. Any
investment in alternative energy
property (defined in the Business
Energy Tax Credit section above)
is eligible for a 100% credit
against current year user taxes.
Carry forward of any remaining
credit.

Utilities are eligible for the
credit only to replace existing
0il or gas fired facilities.

Firms must elect between this
credit and the business energy
investment tax credit. .

using a 50,000 bbl/yr exemption,
which includes approximately

the 1400 largest firms. A lower
tax rate is imposed for oil and
gas use by nonboilers. Exemp-
tions are provided for envi-
ronmental reasons and for

most process uses where

the flame comes into con-

tact with the product.

Similar to Administration
proposal, except that if

a company elects to utilize
the user tax credit, it is
ineligible for either the
regular 10% or the addi-
tional 10% energy invest-
ment tax credit.

rejected the user tax and
rebates. 1Instead, relied
upon tax credits only,
including the new 40%
alternative energy prop-
erty investment tax credit
described above.

Finance Committee -

No provision; relied
solely upon tax credits.
{See above}

13



ACTIONS TAKEN ON THE NATIONAL ENERGY PLAN

Administration Proposal

House Action

PRODUCTION AND CONVERSION

ll.

Coal Conversion Regulatory Program

Blanket prohibition on any new
utility or major industrial
boiler that burns oil or gas.
Discretionary authority to
prohibit use in nonboilers.
Case by case approach for
ordering existing facilities to
convert to alternative fuels.
Exemptions allowed if coal can-
not be used for environmental,
economic or technical reasons.
Covers facilities of 10
megawatts or greater.

All utilities are required to
be off natural gas for baseload
purposes by 1990.

Accepted Administration
progran except the
coverage of existing
facilities extends only
to 30 megawatt or larger
facilities; smaller units
may be included in the
prohibitions if certain
findings are made.

No nonboiler authority.

Senate Action ’

Similar to Administration
program except the
coverage is only down

to 30 megawatts for

new oil facilities,

10 megawatts for gas.

Provides for only limited
nonboiler authority.

14



October 19, 1977

1985 Energy and Revenue Impacts of
Administration, House and Senate Energy Bills

(0il savings in thousands of
barrels per day)

1/

Administration House Senate~

Energy Savings Estimates

Conservation Programs

o Transportation 275 175

o Buildings,

Appliances

and Industrial 1,015 1,025
Subtotal 1,290 1,200

Production and
Conversion Programs 1,610 2,200
Total 2,900 3,400

Revenue Impacts
(million current
dollars)

-19,000%/ ~55,000, 50
65,000

1/ Preliminary estimates

2/ Assumes full rebate of crude oil equalization tax. If
rebate is only for FY 1978, net impact is a + $7.6
billion.

3/ Final estimates being developed by the Administration
and Joint Committee on Taxation.



COMPARING THE CARTER PLAN
AND PREVIOUS PLANS

Q. It seems to me that the Carter Energy Plan basically
relies on higher prices to encourage conservation.
That is exactly what the Ford Energy Plan did. How
does the Carter plan differ from the Ford Plan?

A. The Carter Plan attempts to affect the investment

decisions of American consumers and industry through

a pragmatic combination of requlation and higher prices.

Both the Ford and Carter plans rely on higher prices.
The basic difference is who receives the proceeds of
those higher prices. Under the Ford Plan, billions

upbn billions of these dollars would have gone to the

nation's o0il and gas producers.

Under the National Energy Plan, almost all the
increases in price - with the exception of the gas
guzzler tax and a small portion of the user taxf - are

returned directly to the American public and the economy.

Thus, the National Energy Plan provides a blueprint for
reaching our energy objectives without disadvantaging or
unjustly enriching any segment of society. It is also

a comprehensive proposal that uses regulation, as well
as the pricing mechanism, in the area of conservation,
coal conversion, and utility rate reform. It covers
many more aspects of the energy problem with a far

broader range of approaches than previous plans.




INSULATION CREDIT
Your residential insulation credit is likely to
substantially increase the demand for residential
insulation. If the industry does not have the
capacity to meet this demand, the result will simply
be increased insulation prices which will in turn eat
away at the benefits associated with the credit.
Why has the Administration proposed such a circular
program that ends up benefiting only the insulation
manufacturers?
A number of different studies of the capacity of the
insulation industry to meet increasing demand under the
National Energy Plan reach differing conclusions. For
this reason we intend to carefully monitor industry
claims that capacity will double in the next several
years and that supply will be sufficient. If prices

begin rising or if anyone takes advantage of tightening

supplies, the Administration will be prepared to act.

It is important to note, however, that the tax credit in
question applies to conservation measures other than
just insulation. If the price of insulation does rise

to the point where an investment in it is not cost-
effective, then homeowners will shift their conservation
investments from insulation to storm doors or windows or
clock thermostats. Even if insulation prices do rise as
a result of increaséd demand, the credit will thus result

in much-needed energy savings.




ECONOMIC IMPACT
What is the impact on the economy of the National Energy
Plan? With all the taxes and the money being drained
from the economy, won't it result in reduced GNP, and
increased inflation and unemployment?
A number of different analyses, including our own,
conclude that the Plan will have no significant impact
on the growth of real Gross National Product (GNP) or
unemployment in the 1977-1981 period. The Plan will
have a measurable, but modest net inflationary impact
of 0.3 to 0.4 percent annually over the next two years

and 0.1 to 0.3 percent annually over the following two

years.

Under the plan, taxes collected are recycled immediately
back into the economy. This reduces to an absolute
minimum the potential fiscal drag effects of the
higher energy prices that are designed to help
change energy investment habits. Additionally the
insulation and new construction activity which will
result from the plan will stimulate the economy and
provide jobs. Initiatives like utility rate reform
will reduce utility industry capital requirements by
$40 to $75 billion between now and 1985, thus
offsetting some of the higher energy costs that will

result from the Plan.



The National Energy Plan is designed to help the
nation avert the total economic disaster that would
occur if imports are not reduced and the time
approaches when world 0il demand runs into world oil

supply.



Q.

THE PLAN AND THE ENVIRONMENT

Isn't the Energy Plan, particularly coal conversion,
detrimental to the environment?

Under the coal conversion program we estimate that
over 1/3 of all new industrial facilities will

be burning coal. About 10% of existing facilities
will convert, and an additional 10% will either
convert or be retired earlier than they would

have been without the Plan.

These are relatively conservative estimates and

assume that coal cannot be burned in some areas

of the country because of environmental restrictions.
The Plan does not require that conversion take

place on facilities which would be unable to

meet ambient air quality standards. The Administration
has also supported requiring all coal plants to

use best available control technology to provide

additional margins of protection.

The National Energy Plan recognizes that there are
some questions, Such as the impact of carbon dioxide
(CO3), which need further study. These efforts are
currently underway. The Department of Energy will
also be funding a strong research and development

program to develop better ways of burning coal.




MASS TRANSIT

Mass transit is one of the most efficient means
of saving energy in urban areas. Why didn't
the National Energy Plan deal with this issue?

The Secretary of Transportation, Brock Adams,

has been working on development of a comprehensive
national transportation policy since last spring.
In recent years, a number of serious economic-
questions have been raised about the viability

of traditional, fixed-rail transit options. Since
a detailed analysis of urban transit questions

was to be undertaken in the DoT review, the
Administration determined that it was best to

address these issues in that context.

The Administration does, however, place a high
priority on finding responsible, economically

sound answers to mass transit problems.



LAST MINUTE EFFORT

Why did the Administration wait until so late
to begin what appears to be a last minute,

despﬁfation blitz to save its energy bill?

It is important to remember that the National
Energy Plan contains some 113 proposals. After
the President's initial announcement and meetings
with House members, the legislation was spread
out in sections to numerous Committees ' in -both
the House and Senate. It has been difficult to
focus public attention on all the elements of

the plan under these circumstances.

The House-Senate conference which begins soon is the
first time since late last spring when attention
could be drawn to one group and-one set of issues.
It has been clear for some time that the Conference
would be a critical phase in the shaping of the
National Energy Plan. To all minds, this is the
most appropriate time to launch an all-out effort

to enact the Administration's proposals.



CAMPAIGN PROMISE ON
NATURAL GAS

During the campaign, the President pledged
to work with the Congress to deregulate
natural gas. Why did he change his mind so
drastically on such a critical issue?

The President carefully reviewed his campaign
statement on natural gas deregulation prior
to announcement of the National Energy Plan.
A key consideration in his analysis was

what the economic impacts of such a step would
be at this time. The President determined
that the consequences of deregulation ‘would
be disastrous for the economy. He added
that it would not solve long range problems
of dwindling supply;

In his April 20 address to the Congress, the
President stated, "I want to work with the
Congress to give gas producers an adequate
incentive for exploration, working carefully
toward deregulation of newly discovered

natural gas as market conditions permit."

By providing a substantially higher price

for new natural gas -- which phases upwards
to the world price over time -- the National
Energy Plan provides producers with fair
incentives for production without substantial
economic disruption or unwarranted windfall

profits.



DEREGULATION: WHY NOT?

Natural gas production has been steadily dropping.
Why not give derequlation a try and see what a
free market would produce?

First, the free market isn't free. Gas prices
would be set at the equivalent of the world price

of oil. And that is set by the OPEC cartel.

We currently use a system where expensive supplies
of gas are "rolled in" with cheaper supplies.
Since over half of all interstate gas is still
priced at 32¢ per thousand cubic feet (Mcf),
deregulated prices of new gas could rise well
above the equivalent of the world oil price and
still stay within relatively competitive margins
when rolled in.

But even $4, $5, or $6 per Mcf does not produce
very much more conventional natural gas than
would the $1.75 per Mcf price in the National
Energy Plan. The President's proposal wiidl in-
crease natural gas production by over 1 trillion
cubic feet in 1985 as compared with the production
which would result from the current controlled

price of $1.45 per Mcf.

The cumulative increase in gas producer revenues
is $15 billion from 1978 to 1985 over the current
system.

Deregulation would cost another $70 billion, but

would produce only 2% more gas (400 bcf) in that
year. Under deregulation, the price of thisi:
increment of supply would be $64.00 per Mcf --

an exorbitant price to pay for so little supply.



ADEQUACY OF PRODUCTION INCENTIVES

The major emphasis in the program appears to be on
conservation. But production of energy in this
country is just as important. Why doesn't your
program have any production incentives in it?

The National Energy Plan provides for very generous
production incentives. New o0il will be given the
highest price available anywhere in the world -~ the
$14.50 per barrel world oil price. This encourages
producers to explore for new supplies knowing they

will receive the maximum net return per barrel for new

oil.

The Plan does not, however, allow producers of oil
from old wells to receive the world price. Most costs
associated with these wells are already sunk, and most
were drilled in expectation of a substantially lower
price than is available today. The inventory profits
that would result from deregulating such old oil would
be unrelated to any new prodﬁctive activity on the
part of the producers, and would only contribute to
accelerating inflation of production inputs (rigs,
pipe, etc.) This would not produce any significant new

supplies of energy.

The natural gas pricing provisions in the National

Energy Plan abandon the cost based over-regulation of



the past in favor of a new commodity value pricing
approach that establishes a price for new natural gas
at the Etu equivalent price of domestic oil. This
price will start at $1.75 per thousand cubic feet
(mcf) later this year and rise to over $3.00 per mcf
by 1985. It will move up with the o0il price. This is
a price substantially higher than the regulated price
for new interstate gas of just 50 cents per mcf
several years ago. It represents a six to seven fold
increase in natural gas prices since the embargo. It
compares favorably with the $1.45 mcf price set last
year by the FPC which allowed for a generous 17% rate
of return and for a 48% tax level (which few if any |
0oil companies actually pay). Additionally, special
high cost new production from unconventional sources
(such as deep drilling, tight formations, Devonian

shale, geo-pressurized methane) would be deregulated.

The National Energy Plan's gas pricing approach would
increase gas producer revenues by over $15 billion
between now and 1985. It would produce over 1 trillion
cubic feet of additional gas in 1985. While deregula-

tion would increase revenues by at least another $70



billion, it would increase production by only 2% in
1985. The National Energy Plan sets the natural gas
price at a level which maximizes production and avoids
unfair and unproductive revenues accruing to the

producers.



GAS GUZZLER TAX AND THE LARGE FAMILY

Doesn't the gas guzzler tax seriously dis-
criminate against the large family that needs

a station wagon or sedan as a family car?

It does not, because Detroit has already begun
manufacturing family size sedans and station
wagons which get very impressive mileage. While
these cars are not high-speed, high performance,
their driveability represents a sound and
acceptable trade-off for increased fuel economy.
Numerous makes and models are available to

meet the needs of larger families while meeting
the required mileage as well.



OPEC PRICES

If a major concern about the energy problem is
OPEC prices, why does the Administration

tie its crude o0il equalization tax to the OPEC
price?

The crude o0il equalization tax (COET) taxes the
difference between the price of controlled
domestic o0il and the 1977 world oil price, ad-
justed for inflation. The tax would be phased in
over a three year period. Whether we like it

or not, the world oil price reflects the cost

of replacing a marginal barrel of oil. If the
cost of domestic o0il is less than the world
price, the U.S. will continue to subsidize
increasing levels of imports which we cannot
afford.

The COET will recoup for the consumer the dif-
ference between the controlled oil price and the
world price. This provides a strong measure of
protection to U.S. consumers and to our economy.
Additional protection is provided in the Ad-
ministration's plan by tying COET to the 1977
world price, adjusted for inflation. If the
actual world price should increase faster than
inflation, the U.S. costs need not go up that
qguickly.



FOREIGN COMPETITION

Doesn't the proposed oil and gas user tax
discriminate against United States industries
vis a vis their foreign competitors?

The oil and gas user tax should not have any

appreciable impact on the competitive position

of United States..industries for the following:/i -

reasons:

1. The price impacts resulting from the tax
average less than 1% for all industrial
categories, and, except for aluminum,
less than 2% for any individual industry.

2. The taxes will be equivalent to the world
price except for boiler use of oil. In
that case, the tax is $3.00 above the world
price. If o0il isn't made more expensive
than gas, boiler users would likely shift
to increasing amounts of residual fuel

oil, putting a further strain on imports.



IMPACT ON THE FEDERAL BUDGET

What is the impact on the Federal Budget of
the massive expenditures of the National Energy
Plan, particularly the tax portions?

As submitted to the Congress, the National Energy
Plan would yield about a'i$l1 billion surplus to
the Treasury, on a cumulative basis between now
and 1980.

The bill passed by the House would result in

-a $19 billion cumulative deficit between 1978

and 1985. This loss of revenue is due primarily
to changes in the the 0il and: gas user .tax which exempt

various categories of industry.

‘The budget deficit created by the action of. the

Senate (with' .the tax. portions calculated on the
basis of Senate Finance Committee action) would
be $55 billion, 1978-1985. This level of deficit

is not necessary and is unacceptably high.

The Administration has stressed its concern that
the energy plan not raid the Federal Treasury.
The Administration will work with the Conferees
to develop legislation which comes as close as

possible to providing a balanced energy budget.



NUCLEAR POWER
In the Energy Plan and during the President's campaign,
he spoke of nuclear energy as the energy source of last
resort. But the plan seems to call for a substantial
increase in the number of nuclear plants, and nuclear
licensing legislation, which your Administration now
has under consideration, would appear to facilitate
that expansion of our reliance on nuclear energy. How
do you account for the difference between the campaign
rhetoric and the actual substance of the Plan?
The real danger from nuclear energy is the possibility
of our moving toward a plutonium economy. The threat
to our health, as well as the political stability of
the world, from the proliferation and free trade of

plutonium is serious.

That is one of the reasons why the President has opposed
construction of the Clinch River Breeder Reactor
Project. He is taking the lead in curtailing the spread
of plutonium-based nuclear technologies by asking other
countries to join with us to evaluate alternatives to

the plutonium economy.

The Light Water Reactor can provide a reliable and safe

source of needed electricity.

As we face the reality of the need to lessen our
dependence on o0il and natural gas, coal and nuclear

eﬁergy are essential options which both must be pursued.



GOALS OF THE PLAN

Numerous studies have indicated that the National Energy

Plan simply falls short of the goals set by the
President. Why bother if the plan is so deficient?

It is interesting to note that all the studies of the

Plan had positive things to say about it. CBO, GAO,

and OTA, all agreed with the general thrust of the Plan.

Only CBO did an independent estimate of the Plan's
total savings. They found that the Plan would achieve
about 75% of the savings outlined in the President's
goals. The basic area of difference was in the
projected savings under the Coal Conversion program.
CBO estimated a lower level of coal use by new facili-
ties than the Administration did. The Administration
believes its estimates are more realistic since it
would have authority to ban o0il and gas use in new
facilities. For most other areas in the Plan, CBO

agreed with our projections.

To the extent that any projections fall short of the
goals laid out by the President, such findings tend to
argue for a plan even stronger than the Congress is

now considering,



BIG GOVERNMENT
Doesn't the National Energy Plan represent a
massive increase in Federal power over the economy?
The National Energy Plan was designed to keep
Government's intervention into the lives of American
citizens to an absolute minimum. It is for this
reason that the tax on crude o0il, the oil and gas
users tax on large igdustries, and a tax on gas
guzzling cars were proposed. They are all measures
designed to affect investment decisions while pre-
serving the individual's freedom of choice.
We could have gone the heavy regulation approach,
relying on initiatives such as rationing, and
allocation. But we didn't. Through the use of
incentives, the President wanted to give the
American public a chance to act voluntarily. The
President has stated, however, that if this fails,

mandatory measures will be proposed.



IMPACT OF PROGRAM
Won't this program impose the largest peacetime tax in
the Nation's history? The Chamber of Commerce, among
others, have claimed that the program will cost $1,400
per person in increased energy costs. How can we
tolerate such impacts?
Those who would make such claims are deliberately

misleading the public.

There are two major taxes in the Plan -- the Crude 0il
Equalization Tax (COET) and the oil and gas users tax.
Neither is designed to raise revenues, but rather to
change price relationships for the purpose of affecting

energy investment decisions.

COET is designed to bring the price of domestic oil up
to its true marginal OPEC cost and almost the entire
proceeds of the tax are rebated to American consumers.
It is interesting that many of those who oppose the tax,
nonetheless favor deregulation of natural gas prices.
Deregulation would result in an equivalent amount of
billions over the same period of time being drained
from the economy. Instead of being rebated, however,
such revenues would permanently accrue to a handful of
0il companies. The real danger to the economy from a

drain on disposable income is deregulation, not COET.



The second tax is the o0il and gas user's tax, the
vast majority of which would also be rebated directly
to industry to help finance sorely needed coal

conversion projects.

In summary, the House bill actually results in a
budget deficit between 1978 and 1985 of approximately
$19 billion. The House version of the NEP puts more
money directly into the economy than it takes out.
The Chamber of Commerce and others who make claims
that the Plan will cost Americans dearly are just

wrong.




IMPACT ON POOR
The cornerstone of the plan seems to be higher energy
prices. Those who can least afford these prices are
the poor. But the plan does nothing for them. How
can you have a plan that relies on higher prices
without helping the poor?
While the National Energy Plan recognizes that energy
prices must increse, it also recognizes that these

increases cannot occur at the expense of the poor and

near poor. The Plan is progressive.

Through rebates from the well-head tax, the total income
of poor people is increased by $3.5 billion during the

first three years of the program.

The overall impact of the National Energy Plan on the
poor will be to increase disposable income by 3 per-
cent over what it would otherwise be in 1985 without
the Plan. By 1985, the Plan will reduce home fuel

expenditures by about $100 for poor households.

The Plan contains a number of specific programs designed
to help keep energy costs down for low income people:
o0 The National Energy Plan increases the monies

available for weatherization grants to $585

million. This is three times higher than the
previous program and will cover 14 million U.S,.

families.



Continuation of natural gas price controls and
and use of incremental pricing for industry
which will Shield consumers from natural gas

price increases.

Emergencyrassistance program administered through

HEW to aid in times of special need, such as an

extremely cold winter.

Minimum requirements for utility rate reform to

help reduce costs of electricity for low income
families. (Note: the Administration plan does
not require "life-line" rates to provide sub-
sistence levels of energy at low prices, but
the Administration has been supportive of
initiatives undertaken by state public utility

commissions to develop these types of programs.)



THE WHITE HOUSE

WASHINGTON

October 17, 1977

MEMORANDUM FOR THE PRESIDENT

FROM JIM SCHLESINGER
STU EIZENSTAT M
SUBJECT REVIEW OF NATIONAL ENERGY PIAN AND HOUSE

AND SENATE ACTION

Attached is a review of the key sections of the
National Energy Plan and an outline of the House
and Senate action on these provisions.

In view of your meeting with Senator ILong this
afternoon, you may want to concentrate on the
last section of the memo. This reviews our tax
proposals, and the Senate Finance Committee's
disposition of them.

At this stage we feel that your meeting with
Iong and other Senator's ought not to get into
detailed discussions of possible compromises.

It is too early to know where the lines of
discussion in conference will be drawn. Instead,
we believe that you should make a general pitch
for the plan, and devote the rest of the con-
versation to learning as much as you can about
what ILong and the others expect to get from
Conference. If we can avoid giving indications
now of what the Administration will and will not
accept, we avoid the risk of others claiming that
we are making deals and not sticking strictly

to our original proposal.



October 17, 1977

Congressional Action on the National
Energy Act

For purposes of going to conference the Energy bill has
been broken down into 5 parts:

1. Conservation
2, Coal Conversion
3. Utility Rate Reform
4, Natural Gas
5. Taxes
The following summary by part reviews the
Administration's original proposal as well as the actions

taken by both the House and Senate.

I. Conservation.

A, Buildings.
l., Weatherization.

As proposed in the original plan, both the
House and Senate have enacted a grant program for insulating
the homes of the poor and created a secondary mortgage
market for loans to specifically promote residential conser-
vation. In addition, they added a subsidized loan program
for individuals below the median income.

2, Utility Insulation Program

Both the House and the Senate have enacted a
variation of the utility insulation program originally
proposed by the Administration. Under the Administration's
program, utilities were required to offer insulation infor-
mation, make or arrange average loans repayable on utility
bills and install or arrange for the installation of insu-
lation. Under the House bill, utilities can be prevented
from actually doing the work if such activity is deemed
anticompetitive. In the Senate bill, each utility must show
there will be no deceptive practices before being allowed to
undertake the installation portion of the program.




3. Federal Buildings

Both bills provide for programs contained in
the original NEP to retrofit all Federal buildings with
conservation materials by 1990, as well as a $100 million
solar Federal building demonstration program.

B. Transportation

The Senate has adopted a regqulatory program which
prohibits construction of low mileage automobiles and
doubles the civil penalties applicable to a violation of the
average mileage standards currently provided for in the
Energy Policy and Conservation Act. There were no such pro-
posals in the National Energy Plan. The House has no such
provision. 1Instead, it passed a variation of the Gas
Guzzler Tax we originally proposed, which is discussed in
the tax provision section below.

C. Schools and Hospitals

As originally recommended in the National Energy
Plan, both bills provide for a 50 percent to 90 percent
grant for conservation measures undertaken by schools and
hospitals. The House added day care centers and nursing
homes. The House bill also includes a program for energy
audits and technical assistance for municipal buildings.

II. 0il and Gas Conservation (Coal Conversion Regulatory
Program)

Both the House and the Senate provide for the blanket
prohibition of any new major industrial boilers that burn
0il or gas. They also provide for a case by case approach
to ordering existing facilities to convert to alternate
fuels. Exemptions are allowed if coal cannot be used for
either environmental or economic reasons. Utilities are
required to be off gas by 1990,

\

The major differences between the Administration,
House and Senate bills are the size of the facilities to
which these regulatory measures apply. The National Energy
Act covered any facility of 10 megawatts or greater. The
House bill gave automatic coverage to 30 megawatts and above



with administrative discretion to go down to 10 megawatts.
The Senate bill provided for just 30 megawatts. We clearly
prefer the House bill because of the greater coverage and
greater savings. However, the Senate provision that extends
coverage to certain non-boilers may also be preferable.

III. Utility Rate Reform

A. House Bill

The House Bill establishes new minimum rulemaking
standards for the nation's utilities and goes beyond the
Administration's original proposals in some areas. Rates
must be cost-justified, and no declining block rates are
allowed unless they are cost-justified. It also requires
utilities to provide time of day pricing and to undertake
various load management initiatives. The Federal Energy
" Regulatory Commission of the Department of Energy is given
the authority to order interconnections to take advantage of
regional efficiencies. There is a prohibition against
wholesale rate increases without appropriate hearings and
master metering in new apartments is also prohibited.
Discrimination against those who produce energy as a result
of solar, wind, or cogeneration is prohibited.

Additions to the House bill include funding of
intervenors before State Utility Commissions, creation of a
public council's office in DOE, and a tightening of the
rules governing interlocking directorates. Finally, $300
million is provided for the development of small hydro-
electric projects.

B. Senate

The Senate bill is greatly watered-down and
provides only the authority to intervene in State Utility
Commission proceedings as well as some new authorities for
gathering data on utility rate structures throughout the
country. The only major initiative in the Senate bill is a
requirement that lifeline rates be established.

A slightly modified House bill that closely
resembles our original proposal would be a reasonable result
in the conference.



IV. Natural Gas

A. House Bill

The House bill puts interstate and intrastate
pricing of natural gas on the same basis. It adopts a new
commodity value pricing approach that establishes a price
for new natural gas at the Btu equivalent of the average
price of all domestic 0il -- or approximately $1.75 per mcf
by the beginning of next year. High cost new production is
given a special incentive price. An incremental pricing
provision passes the cost of higher priced new gas on to the
industrial sector.

There are only two differences of note between the
House bill and the Administration's original proposal.
First, upon the expiration of o0ld intra and interstate
contracts, the contract price remains the same unless a
higher price is needed to maintain production. Under the
NEP, such expiring intrastate contracts could increase to
$1.75 per mcf. New gas in the House bill is defined as gas
from any new reservoir, while the Administration's bill
established a 2 1/2 mile, 1,000 foot deeper automatic
measurement.,

B. Senate

The Senate passed Pearson-Bentsen bill immediately
derequlates all new onshore gas, and sets up a new regula-
tory standard based on commodity value pricing for the next
five years for new offshore gas. New gas is loosely defined
as any gas from a new reservoir or an extension of an
existing reservoir.



V. Taxes.
A. Residential Tax Credits.

The National Energy Plan (NEP) called for a tax
credit of 25% of the first $800 and 15% of the next $1400
(for a total of $410) for the purpose of residential insulation
and other residential energy conservation measures.

The House passed a single 20% credit for the first
$2000 worth of expenditures, or a total of $400.

The Senate Finance Committee reported out a similar
credit but expanded the list of eligible items. There is no
issue on this particular portion of the NEP.

B. Solar Tax Credits.

The NEP contained a credit of 40% for the first
$1000 and 25% of the next $6400 for qualifying solar equipment
(for a total of $2000 credit). That credit declined in
stages to 25% of the first §$1000 and 14% of the next $6400.

The House bill provided 30% of the first $1500 and
20% of the next $8500 or a total maximum credit of $2150.

The Senate accepted the House solar credit and
expanded it to cover leased equipment.

C. Gas Guzzler Tax.

The National Energy Plan provided a graduated gas
guzzler tax on new automobiles with fuel efficiency below
the fleet average levels required under current legislation.
The taxes collected would be returned by rebates on automobiles
that meet or do better than the fleet average and through
rebates on all electric automobiles.

The House bill weakened the gas guzzler tax by
dropping the rebates except for electric vehicles; by eliminating
trucks from coverage of the tax; and by creating a window
between the statutory standards and the mileage at which the
tax would begin. On the other hand, the House tax was very
stiff on the cars that were covered by the tax. The House
tax would save about 175,000 barrels of oil a day by 1985
compared to the original Plan savings of 275,000 barrels per
day.

The Senate Finance Committee by an 11 to 5 vote
dropped the gas guzzler tax on the grounds that the regulatory
requirement prohibiting the construction of automobiles
below minimum mileage and doubling the company penalties



for noncompliance with EPCA standards which was separately
passed by the Senate, made the gas guzzler tax unnecessary.
Although the Senate provisions in theory achieve the same
savings, they depend almost exclusively on a doubling of the
current EPCA compliance fines. In view of the tendency of
the Congress to grant extensions of statutory deadlines,
such as under the Clean Air Act, and considering the fact
that without a gas guzzler tax there would be no incentives
on consumers to purchase more fuel efficient cars, we
believe the House bill's guzzler tax, or a combination of
the House gas guzzler and Senate bills, would be the best
approach. '

D. Standby Gasoline Tax.

The Administration proposed a standby gasoline tax
which would only be imposed if certain specified fuel efficiency
goals were not achieved. The tax would start at 5c and if
targets were repeatedly missed could go as high as 50c¢ over
a 1l0-year period.

Neither the House nor the Senate bills contained
the standby gasoline tax.

E. Other Transportation Measures.

The NEP would remove the Federal excise tax on the
purchase of intercity buses.

The House bill expanded this coverage to tires,
gasoline and other purchases related to intercity buses.

The Senate bill not only contained these exemptions,
but provided $200 million a year in credits to intercity
buses to lower fares and to provide for terminal improvements.

F. Crude 0il Equalization Tax.

The NEP provided for a crude o0il equalization tax
(COET). That tax would cover the difference between controlled
0oil prices and the 1977 world oil price and would have been
rebated on a per capita basis. The Administration proposal
would have been imposed in three stages to minimize economic
impact.

The House essentially passed the Administration
proposal, although the rebate was only put in for one year--
1978.

The Senate bill contains no COET, but it does
contain an Energy Development Corporation that would use
COET funds for energy project financing if the COET were to
be adopted in Conference,



G. O0il and Gas Users Tax.

The Administration proposed a tax on all industrial
uses of 0il and gas. Under the Administration's proposal
roughly $84 billion through 1985 would be collected and $40
billion would be rebated to industry to help pay for coal
conversion expenditures.

The House bill created a number of exemptions,
including elimination of most process uses and environmental
and economic exemptions. Under the House bill $31 billion
would be collected and $26 billion would be rebated to
industry to pay for replacement of o0il and gas facilities.

The Senate bill contains no oil and gas user
taxes.

H. Business Use Taxes.

The NEP provided an additional 10% business tax
credit for coal conversion (in those cases where the rebate
was not used), cogeneration and business energy conservation
investments.

The House bill basically went along with the
Administration bill and added recycling expenditures as an
eligible component.

The Senate bill greatly expanded the business tax
credits for investment in any alternative energy equipment,
increasing the credit to an additional 40%. Without any
offsetting revenues, this would result in a treasury drain
of over $20 billion by 1985.

I. Production Incentives.

The new gas and administratively implemented oil
pricing provisions of the NEP were deemed to be fair and
generous. The House agreed, but the Senate Finance Committee
added a series of additional production incentives including
a $.50 per Mcf credit for unconventional gas and geopressurized
methane and a $3 per barrel credit for oil shale production.
They also included a 22% depletion allowance for geothermal
and a 10% depletion allowance for peat.



J. Savings and Revenue Losses.

The NEP tax provisions would have resulted
in energy savings of 4.5 million barrels of o0il a day and a
revenue gain of $1 billion.

The House bill would have resulted in energy savings
of 2.7 to 2.9 million barrels per day and revenue losses of
$13 billion, depending on how losses are calculated.

The Senate bill would result in savings of about
2.9 to 3.3 million barrels per day and revenue losses of $55
billion.

K. Strategy.

At this point the staff believes the best strategy
is to get the Finance Committee bill passed by the Senate
and then work to get a good bill in the Conference. If an
attempt is made to push for votes on the Senate Floor, it
would be in the Administration's interest to support a
motion to table rather than run the risk of taking an adverse
vote to Conference.



